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BUSINESS VOTED ROYAL FIRST! 


FIRST IN SPEED 


Executives say it with orders, Operators endorse their choice 


From its very first introduction, the demand for the New 
Royal has steadily increased, because, of all typewriters, 
it best meets every typing requirement. 

Easier to operate, more convenient, speedier— it pro- 
duces better typing faster, and at a lower cost per letter. 
And, what is more, the New Royal lasts longer, with less 
“time out’ for servicing. No wonder Royal’s sales are 
greater today than ever before! Compare the Work! 


Royal Typewriter Company, Inc., New York 


World’s largest organization devoted exclusively to typewriters 


It's faster! There’s 
less retyping! Opera- 
tors are amazed to see 
how much more they 
are able to do each 
day onthe New Royal. 


Check these exclu- 
sive Royal features— 
Touch Control, Fin- 
ger Comfort Keys, 
Shift Freedom. Ease 
for every typist! 


FIRST IN 


How things do move 
in the office with 
New Royals! Not 
only is volume great- 
er but the quality also 
is enhanced! 


CAPACITY 


FIRST IN ECONOMY 


Royal's lower-cost 
operationruns 
straight through 
every phase of type- 
writer performance. 
And records prove it! 


FIRST IN 


Day in, day out! 
Straight typing, mani- 
folding, stencil cut- 
ting—every kind of 
work! These New 
Royals can take it! 
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How the United-Carr Fastener Corp. 
reduces figure-work costs on 


SALES 
PAY ROLL 
EXPENSE : 


“COMPTOMETER” Peg-Board Combination 


Tue United-Carr Fastener Corp., Cambridge, Mass., maker 
of the ‘‘Dot’’ line of fastener, used throughout the world, 
reports the ‘‘Comptometer’’ Peg-Board method to be both 
economical and efficient. 

Since the adoption of the “‘Comptometer’’ Peg-Board 
combination on sales, payroll, and expense distributions, 
they are: 

1 Effecting savings in excess of 75% over the method for- 
merly used and obtaining the same information. 
2 Getting reports several days earlier. 

They also found the ‘‘Comptometer’’ Peg-Board method 
easy to install and were able to dovetail the new records 
with the old without confusion. 

The experience of the United-Carr Fastener Corp. co- 
incides with that of a great number of other organiza- 
tions, large and small, in practically every line of business 
and industry where the possibilities of the ‘“‘Comptometer’’ 
Peg-Board method have been investigated as applied to 
sales, costs, expense, inventory control, and other statisti- 
cal information. 

The excellent service of the ‘“‘Comptometer’’ organi- 
zation is an important factor in the success of every 
installation. 

For complete information regarding ‘“‘Comptometer’’ 
and Peg-Board applications, consult the District Manager 
of the “‘Comptometer’’ office in your locality, or write 
direct to Felt & Tarrant Mfg. Co., 1734 N. Paulina St., 
Chicago, Illinois. 
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Reg. U. S. Pat. Off. 











The Nation’s Standard Guide 
on the Social Security Act 


WHAT THEY SAY ABOUT THIS GUIDE 


Harvard Law Review: “A _ praise- 
worthy factor in the clarification of 
the material covered by the book is 
the frequent and careful use of illus- 
trative cases.” 


Merchants Exchange of St. Louis: “This book contains valuable in- 
formation in connection with the method of accounting for purposes 


Chicago Law Bulletin: “A timely and useful book—one 
which will prove extremely helpful to employers in under- 
standing and complying with the provisions of the re- 
cently enacted Social Security Act. .... A creditable 
piece of pioneering in an absolutely new field.” 


of the Social Security Act, and it is set forth in such a manner as 11 South LaSalle St. 
to make it understandable to the layman. We find it very helpful Chicago, Illinois 


in our work.’ 


300 pages 


$3.00 


The Foundation Press, 


In use by more than 
30,000 accountants, 
lawyers and business men 


* 
EXTRA SPECIAL 


We will also send you free 
copy of new brochure just off 
the press entitled “What Will 
the Supreme Court Do with the 
Social Security Act,’ by Wil- 
liam KixMiller. This is a 
most revealing pamphlet. You 
may keep this pamphlet even 
though you return the Guide. 


Please send one copy Foundation Guide for Payroll Tazes. 


$3.00 to cover cost. 


THE FOUNDATION PRESS, Inc. 


11 South LaSalle Street 


Chicago, II. 


If we keep the book more than five days we will send you 
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Ldttortal Comment 


I" is with a feeling that it is performing a service 
of distinct usefulness to business concerns and to 
controllers that this publication presents in this 
issue the text of the questions submitted to Honor- 
able John G. Winant, chairman of the Social Secur- 
ity Board, and of the answers which he prepared, 
with the cooperation of the United States Treasury. 
There is presented in this issue also the address made 
by Mr. Winant before an audience of nearly seven 
hundred controllers and guests at a meeting held in 
New York City late in March. 

Mr. Winant gave his hearers a clear conception of 
the work laid out for the Social Security Board by 
the Social Security Act, and of its proposed program 
and methods of procedure. It was made clear that 
the Board has a far-reaching task to perform, and 
that it wishes to do its work with as little inter- 
ference as possible with ordinary business routines. 

The controllers who made up the audience which 
heard Mr. Winant have established, through their 
Institute, most cordial relations with the Board and 
with its chairman which will go far, it is believed, 
in smoothing out the rough spots which are bound 
to be discovered as administration of so far-reaching 
a law is begun. The details of the arrangement 
made with the Board by The Institute appear in this 
number of this publication. It is expected that con- 
trollers will lose no time in availing themselves of 


the privilege of asking questions through The In- 
stitute. 

This address by Mr. Winant, and his answers to 
The Institute’s questions, are informative and will be 
decidedly useful to controllers as they take up the 
problems within their own companies which have 
been raised by enactment of this measure. 

In this issue also will be found an illuminating 
discussion of the plans of controllers for handling 
these tax payments and liabilities in the accounts of 
their companies. The views of sixty controllers on 
this point were sought. Their replies constitute an 
interesting document. 

What the future of the Federal Act and of the 
State laws will be is a question difficult to answer. 
Controllers, however, must proceed on the theory 
that the law is here to stay. Hence these thorough 
studies by THE CONTROLLERS INSTITUTE OF AMER- 
Ica of the many angles of the problem. It is a sub- 
ject which will be in the minds of controllers for 
months to come. 


Effects of floods are far reaching. This magazine is 
printed in Brattleboro, Vermont. The plant was 
closed for a few days, because of the high water; 
mails are still re-routed and delayed. Consequently, 
publication of this particular issue was delayed 
slightly. 
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Chairman of Social Security Board 
Replies to Institute’s Questions 


Treasury Department Assists by Supplying Information, with Reservations, in Answer 
to Some of the Inquiries—Questions as to Tax Liability for Excess Dismissal Wages, or 
Payments of Wages During Sickness, Not Ruled on as Yet by Treasury Department. 


EPLIES made by Honorable John 

G. Winant, chairman of the So- 
cial Security Board, to questions pro- 
pounded by THE CONTROLLERS IN- 
STITUTE OF AMERICA, are presented 
here. Mr. Winant brought these re- 
plies with him when he came to ad- 
dress a dinner at Hotel Roosevelt, 
New York City, which was arranged 
by the New York City Control, of 
THE CONTROLLERS INSTITUTE OF 
AMERICA. However, the questions 
and answers were not read by Mr. 
Winant in the course of his address, 
because of time limitations, and the 
material appears here for the first time. 


—THE Epiror. 


The material prepared by Honor- 
able John G. Winant follows: 


In attempting to answer the ques- 
tions which were submitted to me by 
the Controllers Institute, I wish to 
point out that nearly all of these ques- 
tions relate to taxes. Tax collections 
fall within the jurisdiction of the Fed- 
eral Treasury. Mimeograph 4369, 
published in Internal Revenue Bulle- 
tin XIV-35, page 17, specifically states 
that the Bureau of Internal Revenue 
will not answer requests for rulings 
relating to the character and extent of 
tax liabilities resulting from prospec- 
tive transactions or arising out of hy- 
pothetical questions. Therefore, an- 
swers can be only tentatively given and 
final rulings must in every case await 
submission of an actual transaction in 
which all relevant facts have been 
made clear to the Bureau of Internal 
Revenue. With this understanding, I 
will try to reply informally to the 
questions asked. 

Of the questions submitted by Con- 
trollers’ Institute, No. 3, with respect 
to the status of individuals, is not a 


Treasury question. In general, pre- 
suming reference is made to their 
status with respect to unemployment 
compensation benefits, the answer is 
that this would depend on the provi- 
sions of the unemployment compensa- 
tion laws of the states of their resi- 
dence, contracts of employment and 
actual employment. 

No. 7. Is a question dealing with 
rights between private individuals. 

No. 16. Deals with problems not 
yet settled by Treasury action. 

The latter two questions I have 
made no further attempt to answer. 
The other fifteen questions I have re- 
plied to in this written statement with 
the reservations as to their informality 
already stated. 


(Articles referred to are those appearing in 
Regulations 90) 


QUESTION 1: 

Credit for Amounts Paid to States. (a) 
The regulations (Article 212) state that 
unless proof of credit is filed with the 
Federal return, no credit can be obtained. 
The date of filing is defined as the date 
the return is supposed to be filed, i.e., 
January 31, unless an extension is 
granted. If it is impossible to obtain 
proof of credit in sufficient time from 
the states, may proof be filed later with- 
out penalty to the taxpayer? 

(b) Since all records supporting every 
feature of the return are subject to ex- 
amination by revenue agents under Sec- 
tion 1104 of the Revenue Act of 1926, 
why is it necessary to submit any sup- 
porting documents with the return?” 


Answer: 

la. If it is impossible to obtain the 
certificate for filing with the return the 
certificate will be acceptable when it is 
later made available to the taxpayer by 
the State officer who furnishes the cer- 
tificate. Since the purpose of the cer- 


tificate is to establish the amount of the 
allowable credit against the Federal tax, 
if it is not furnished in a reasonable time, 
demand for payment of the tax in the 


amount of the credit would probably be 
made. 

1b. By reason of the submission of the 
supporting documents mentioned in ar- 
ticle 212, it is possible to have a sum- 
mary determination of the credit to 
which a taxpayer may be entitled. 


QUESTION 2: 

In determining the allowable credit, 
will the amount of the credit be the total 
contributions paid under all approved 
State laws, but not in excess of 90 per 
cent. of the total Federal tax for all 
states; or the sum of the contributions 
paid under each approved state law not 
in excess of 90 per cent. of the Federal 
tax for employment in those particular 
States?” 


Answer: 

Article 211 (a) provides that a tax- 
payer may credit against the tax the 
total amount of his contributions under 
all State laws and Example (a) appear- 
ing later in such article further makes 
clear that the former alternative in ques- 
tion 2 and not the latter is correct. 


QUESTION 3: 

Many questions have been asked about 
the status of individuals who work in 
one state and live in another or who 
work in more than one state. It is re- 
quested that you discuss this subject 
fully.” 


Answer: 

The foregoing has no bearing on the 
taxes imposed by the Social Security Act 
and therefore is no concern of the Treas- 
ury. 

Answering on behalf of the Social 
Security Board, Mr. Winant wrote: 

This question does not state the pur- 
pose for which you wish the status of 
such individuals discussed. I assume the 
question was intended to apply to the 
status of such individuals under State 
unemployment compensation laws, and 
will confine my discussion to that sub- 
ject. 

There are three aspects of the subject 
that might be discussed: (1) the pro- 
visions of State unemployment compen- 
sation laws which determine the status 
of such individuals; (2) the legal aspects 




















of the problem; and (3) the general 
problem of avoiding duplication of cov- 
erage, i.e., the coverage of the same 
workers by two or more States. 

In the first instance, the provisions of 
the State law must be examined. Its 
coverage may be confined to employ- 
ment within the State. In that event, the 
State will not require contributions or 
pay benefits upon employment without 
the State, irrespective of the residence 
of the worker or the place of the busi- 
ness for which his services are performed. 
A number of State laws provide that if 
the greater part of the employment is 
performed within the State, the entire 
employment is subject to the State law, 
both for contribution and benefit pur- 
poses (New Hampshire, Washington, 
Alabama, and Massachusetts). Under such 
laws, the coverage is based on the place 
where the greater part of the work is 
performed; the residence of the worker 
and the location of the enterprise by 
which he is employed are immaterial. 
Other laws cover employment that might 
be described as having a situs within the 
State, even though as an incident to the 
work within the State, some of the work 
is performed without the State. (Mis- 
sissippi and Indiana.) Thus far, all of 
the State laws that have been enacted 
base their coverage primarily on the 
place where the work is performed. A 
few laws provide in addition, that if the 
contract of hire is made within the State 
and is in part performed within the 
State, the entire employment is thereby 
covered. (New York.) Under such laws 
it is entirely possible that the greater 
part of the employment is performed in 
a State other than in which the contract 
of hire is made. Two States may there- 
fore be covering the same employment 

The necessity for avoiding duplication 
of coverage by two or more States is 
recognized and is now a subject of study 
by several groups. Several months ago 
a regional conference on unemployment 
compensation was held in New York at 
which this subject was discussed and a 
committee appointed to suggest a basis 
of coverage that would avoid duplication, 
promote simplicity of administration, and 
expedite the payments of benefits, That 
committee is now at work. Represent- 
atives of the Social Security Board are 
cooperating with it in an effort to formu- 
late a basis of coverage which will per- 
mit both employers and employees to 
be subject to the unemployment com- 
pensation law of a single State, for ex- 
ample, of the State in which their base 
of operations is located. 

The legal aspects of the coverage of 
State unemployment compensation laws 
seems to be a technical subject that I am 
not qualified to discuss with you. 

The general problem of avoiding dupli- 
cation of coverage is indicated by the 
provisions of the State laws as they now 
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occur. Sound social policy dictates that 
an employer should not be required to 
pay contributions in two or more States 
with respect to the same employment. 
Similarly, sound social policy dictates 
that an unemployed individual should not 
be permitted to collect benefits in two 
or more States at the same time. But if 
each State proceeds to enact its law, de- 
termining the scope of its application 
without adequate consideration of the 
possible duplications of coverage that 
will result if each State should adopt the 
same provisions, duplication of coverage 
will almost inevitably result. I am happy 
to be able to tell you that not only the 
Social Security Board, but also the States 
and many interested groups, are keenly 
aware of the problem and are cooperat- 
ing in an effort to recommend a basis of 
coverage that all States can adopt and 
that will reduce to a minimum the pos- 
sibilities of duplicate coverage of the 
same worker or of the same work by 
two or more States. 


QUESTION 4: 

Under the wording of Section 811 of 
the Act, it would appear that if an af- 
filiated group of corporations employed 
the same group of officers and each offi- 
cer received a salary of $3,000 from each 
corporation it would be necessary for 
each corporation and each officer to pay 
a tax on the full amount of salaries 
paid. Is this correct?” 


Answer: 

This matter would arise under Title 
VIII of the Social Security Act and since 
regulations thereunder have not yet been 
promulgated, the question should not be 
answered at this time. 


QUESTION 5: 

Must a group of affiliated companies 
maintain separate records and render sep- 
arate returns or may they make a con- 
solidated return?” 


Answer: 


There is no authority in the law for a 
consolidated return. 


QUESTION 6: 
Are amounts paid to the various states 
deductible for Federal income tax pur- 
poses? Are amounts paid to the Federal 


Government deductible for Federal in- 
come tax purposes?” 


Answer: 

The first of the foregoing two ques- 
tions should not be answered at this time 
as the matter is still under consideration 
by the Bureau of Internal Revenue. As 
to the second question, reference is made 
to section 803 of the Social Security Act 
providing that the income tax on em- 
ployees imposed by section 801 of such 


77 


Act shall not be allowed as a deduction 
to the taxpayer for income tax purposes. 
I.T. 2960, I1.R.B. XV-11, p. 3, provides 
that the excise tax imposed upon an em- 
ployer under section 901 of the Social 
Security Act is deductible for Federal in- 
come tax purposes. It is considered that 
the excise tax imposed upon an employer 
under section 804 of the Act should be 
similarly deductible. 


QUESTION 7: 

If the act is declared unconstitutional 
and it is found to be impossible to se- 
cure a refund of amounts paid from the 
Government, will a company be liable 
to each employee for the amount of the 
pension contribution the employee has 
made?” 


Norte: No attempt was made to answer 
this question. 


QUESTION 8: 

The duties of certain employees, ordi- 
narily employed in the United States, re- 
quire occasional visits to offices of the 
Same company in foreign countries. 

(a) Will the compensation paid for 
such services outside of the United 
States be exempt from the tax? 

(6) What records must the company 
maintain to support such exemption?” 


Answer: 

8(a). Compensation paid for services 
rendered outside the United States as de- 
fined in the Act is not taxable. 

8(b). No special forms for records are 
prescribed but the records should disclose 
the essential facts necessary to establish 
the exemption including the fact that 
the services for which the remuneration 
in question was paid were rendered out- 
side the United States. 


QUESTION 9: 

Employees of this company normally 
employed outside of the United States, 
occasionally visit the home office in. the 
United States. 

(a) Will the compensation paid for 
the period while in the United States be 
taxable? 

(6) Would the company be required 
to maintain records of all of the time of 
such employees or only of the time spent 
in the United States? 

(c) Will a branch office in. a foreign 
country in which all of the employment 
is rendered outside of the United States, 
be required to maintain any records of 
such employment?” 


Answer: 

9(a). This question must be answered in 
the affirmative unless the employment 
comes within one of the statutory ex- 
ceptions to what is included within the 
term “employment.” 

9(b). Under article 307(a) it is provided 
that the records of a taxpayer must show 
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“(a) total remuneration payable with re- 
spect to services excepted by section 
907(c), (b) total remuneration payable 
with respect to services performed out- 
side the United States, (c) total remuner- 
ation payable with respect to all other 
services” and therefore the company 
would be required to maintain records of 
all of the wages of such employees, so as 
to be able to segregate those payable for 
services outside of the United States. 

9(c). In view of the above-quoted ex- 
cerpt from article 307, this question must 
be answered in the affirmative. Total pay- 
rolls and where necessary such segrega- 
tion, must be shown. 


QUESTION 10: 

The Regulations do not mention the 
allowance of additional credit as pro- 
vided in sections 909 and 910 of the Act. 
Will you explain the terms and condi- 
tions of this additional credit allow- 
ance?” 


Answer: 

The taking of such additional credits 
not being possible until 1938 at the 
earliest, it would appear that the question 
is academic now and present discussion 
is inadvisable. 

Answering on behalf of the Social 
Security Board, Mr. Winant wrote: 

Since section 909, by its own terms, is 
not operative until the taxable year 1938, 
my personal opinion is that the Treasury 
regulations do not mention this section 
because there is no need for regulations 
with respect to its provisions until that 
date. The regulations do not mention 
section 910 because section 910 describes 
certain functions which the Social Secu- 
rity Board and not the Treasury Depart- 
ment, is to perform under the Act. 

Sections 909 and 910 are essential to 
safeguard the freedom of action of the 
States in determining what, if anything, 
their unemployment compensation laws 
should provide as an incentive to em- 
ployers to stabilize their employment. In 
the absence of these two sections, an 
employer who, because of the stability 
of his employment, was paying a reduced 
rate of contributions under an approved 
State law, would be required to pay the 
sum in State contributions plus Federal 
taxes as another employer who had not 
secured a reduced rate under the State 
law. This results from the fact that 
section 902 allows credits against the 
Federal tax only on the basis of contri- 
butions actually paid under an approved 
State law. Hence, in order not to destroy 
the incentive States may see fit to offer 
to employers who maintain stable em- 
ployment, section 909 provides for addi- 
tional credits against the Federal tax, 
based on reduced rates which employers 
may secure under State unemployment 
compensation laws which meet the stand- 
ards set forth in section 910. The amount 
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of that additional credit is equal to the 
difference between the amount of con- 
tributions actually paid by the employer 
under each State law and the amount of 
State contributions he would have been 
required to pay under each State law if 
he had not secured the reduced rate, sub- 
ject to the limitation that the total credit 
that an employer may be allowed against 
the tax levied by Title [IX may not ex- 
ceed 90 per cent. of the tax against which 
it is credited. 

For example, assume that an employer 
is operating under a State law which 
meets the standards set forth in section 
910, and which requires a normal rate of 
contributions of 3 per cent.; he has a 
$1000 payroll and during a given year 
has secured a reduction in his rate to 1 
per cent. He therefore pays $10 into the 
State unemployment fund. The Federal 
tax for that year is 3 per cent., or $30. 
Against that tax he may credit, under 
section 902, the State contribution of $10 
that he has actually paid. Under section 
909, he may credit, in addition, the dif- 
ference between his contributions at the 
1 per cent. rate, and his contribution if 
he had paid the 3 per cent. State rate, 
provided that difference plus the amount 
actually paid does not exceed 90 per cent. 
of the Federal tax, $30, or $27. Since the 
sum of the amount he has paid plus that 
difference is $30, his additional credit 
is reduced to $17. He therefore pays $10 
under the State law and a Federal tax 
of $3. 

State unemployment compensation sys- 
tems may be classified into three types: 
(1) the pooled fund plan; (2) the em- 
ployers’ reserve plan and (3) the guaran- 
teed employment plan. Of course a State 
law may include combinations of any two 
or all three types. Section 910(b) pro- 
vides that if a State law includes any two 
or all three types of plans, one of which 
meets the standards of section 910 and 
the other of which does not, additional 
credits against the Federal tax may be 
allowed only with respect to the reduced 
rates under the plan which does meet 
those standards. Section 910(c) describes 
the minimum distinguishing attributes or 
these three types of plans. Section 910(a) 
describes the minimum experience and 
reserve standards State laws should re- 
quire before allowing an employer re- 
duced rates of contributions. 

For example, the distinguishing attri- 
bute of an employer’s reserve plan is the 
maintenance of a separate account in the 
State unemployment fund for each em- 
ployer or group of employers, from 
which account unemployment benefits are 
payable only to the employees of such 
employer or group of employers. Sec- 
tion 910(c)(1) so provides. The mini- 
mum reserve and experience on the basis 
of which a State should allow a reduced 
rate of contributions under such a plan 
is set forth in section 910(a)(3), namely, 


one year of compensation experience and 
a reserve equal to at least 714 per cent. 
of the payroll during the preceding cal- 
endar year, and at least five times the 
largest amount of benefits paid from 
such account during any one of the three 
preceding calendar years. Similarly, the 
distinguishing attribute of a pooled fund 
plan is that all contributions are mingled 
and undivided in the fund, and benefits 
are payable from the fund to all eligible 
individuals, irrespective of the employ- 
ment record of their particular employer. 
This attribute of a pooled fund plan in 
no way precludes merit rating for em- 
ployers on the basis of the stability of 
their employment records. A number of 
State pooled fund laws so provide. If a 
pooled fund is maintained in connection 
with a reserve account plan, the pooled 
fund becomes analagous to a reinsurance 
fund; benefits should therefore be paid 
from the pooled fund only after the re- 
serve account from which the benefits 
are first payable is exhausted. Section 
910(c)(2) provides that an employer op- 
erating under a pooled fund plan should 
have three years of compensation ex- 
perience before being allowed a reduced 
contribution rate. 

The same analysis might be made for 
guaranteed employment plans. 

The function of the Social Security 
Board under section 910 will be confined 
to the examination of State laws to as- 
certain (1) what type of plan or plans 
are contained in such laws and (2) 
whether the plan requires the minimum 
reserve and experience standards set forth 
in section 910(a), before reduced con- 
tribution rates are permitted under it. If 
the provisions of the State law meet these 
standards, the Social Security Board will 
so certify to the Bureau of Internal Rey- 
enue; thereafter, so long as the law con- 
forms to these standards, employers 
securing reduced rates under that law 
will be entitled to the additional credits 
provided for in section 909. 


QUESTION 11: 

Under Article 205, is the principal con- 
tractor responsible for the payment of 
tax on labor employed by a subcontrac- 
tor?” 


Answer: . 

There does not appear to be any re- 
lationship of employer and employee and 
therefore the question should be an- 
swered in the negative. 


QUESTION 12: 
In view of Section 209F, will you ex- 
plain under what conditions pensions 
would be taxable?” 


Answer: 
Each situation should turn upon its 
peculiar facts, and, although pensions are 
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not usually taxable, an example wherein 
they may be is set forth in article 209(f). 


QUESTION 13: 
Are payments to a permanently dis- 
abled employee taxable wages?” 


Answer: 
In general a payment with respect to 
a disability is not taxable. 


QUESTION 14: 
Do payments to the widow of an em- 
ployee come within the definition of 
taxable compensation?” 


Answer: 

If the widow is receiving wages earned 
by her deceased husband during his life- 
time, the tax would apply to such pay- 
ment. Assuming the payment is in the na- 
ture of a pension, see the above answer 
to question 12. If the amount is payable 
by reason of the wrongful death of her 
husband, for example, under the Work- 
men’s Compensation Acts the amount 
would not be taxable. 


QUESTION 15: 

Are salesmen on a straight commis- 
sion, who are taught methods of selling 
and then assigned to a territory with no 
further control, employees or independ- 
ent contractors?” 


Answer: 

Assuming, as stated, that there was ab- 
solutely no control over the salesman, 
there would be no relationship of em- 
ployer and employee to justify the im- 
position of the tax but in practice it is 
believed that salesmen are frequently sub- 
ject to such control that they would 
properly be classified as employees with 
the result that their earnings even on a 
straight commission basis would be tax- 
able. Each situation is likely to turn 
upon its peculiar facts and therefore a 
general ruling is not practicable. 


QUESTION 16: 

Under Article 209-(b) so-called dis- 
missal wages and sick pay are uncon- 
ditionally pronounced ‘wages.’ 

(a) An employer is required by law 
to give one month’s notice or pay a dis- 
missal wage of one month’s salary. If 
the employer pays a dismissal wage of 
three months’ salary, should not the ex- 
cess over the legal obligation be excluded 
in computing the wages taxable? 

(b) An employer's announced sickness 
benefit plan limits sick pay to four 
weeks, and there is no legal obligation 
to pay more. If the employer continues 
the payments in a case of severe illness 
for a whole year, should not the excess 
over the legal obligation be excluded in 
computing the wages taxable?” 

Note: Mr. Winant stated that these 
problems have not as yet been decided by 
the Treasury. 
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QUESTION 17: 

Article 307-(c) reads: ‘Remuneration 
actually paid during each calendar month.’ 

(a) How do you reconcile this word- 
ing with Article 202 which refers to 
‘total wages payable by the employer 
with respect to employment during such 
year?’ 

(b) May supporting records be main- 
tained on a weekly basis instead of on a 
monthly basis?” 


Answer: 

17a. There does not appear to be any 
inconsistency here. As stated in article 
202 the tax relates to the total wages 
payable by the employer with respect to 
employment during the year. The records 
of employers would readily show the 
amounts paid within any given period 
and the furnishing of such information 
has a bearing on establishing the essen- 
tial fact of what were the total wages 
payable with reference to employment 
during the year. 

17b. Although the forms for returns 
have not as yet been issued it is con- 
sidered that under article 307(c) it would 
be permissible for supporting records to 
be maintained on a weekly basis instead 
of on a monthly basis. 


ARBITRATION 


_ For the purpose of developing arbitra- 
tion as a function of the Accounting profes- 
sion, Mr. Homer A. Dunn as chairman of 
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the Arbitration Committee of the Ameri- 
can Society of Certified Public Accountants 
had organized a national committee with 
representatives in nearly every state so- 
ciety. 

With the passing of Mr. Dunn, Mr. J. 
Pryse Goodwin was drafted to fill the 
office. 

Mr. Goodwin, it will be remembered, 
was for several years chairman of the Ac- 
countants Committee of the American Arbi- 
tration Association and for the first time 
organized that committee on a_ national 
scale. Mr. Goodwin firmly believes that 
accountants can recommend to their clients 
the use of arbitration as a means of saving 
time, money, publicity, credit, and friend- 
ship. 

In his new capacity Mr. Goodwin's first 
action was to reappoint each member of 
Mr. Dunn’s committee and to furnish 
them with a program of procedure. 

The tenth anniversary of the American 
Arbitration Association was recently cele- 
brated by a dinner at the Hotel Astor. 
The dinner was tendered to the association 
by various trade associations who have 
been enjoying the facilities of arbitration. 

Among the 600 guests present at the 
dinner, accountants were well represented, 
including Mr. James E. Hughes, president, 
and other members of the New York State 
Society of Certified Public Accountants. 


Fifth Annual Meeting of Controllers 
Institute of America will be held Oc- 
tober 5 and 6, 1936, in New York 
City. 





as possible. 


prompt handling. 





Social Security Board Will Reply to Questions 
Asked by Controllers, Through Institute 


An arrangement has been effected with Chairman John G. Winant of 
the Social Security Board by THE CONTROLLERS INSTITUTE OF AMERICA, 
under which members of The Institute, and controllers generally, may 
submit to The Institute specific questions with respect to details of ad- 
ministration of the Social Security Act, to be transmitted to the Board 
without names of companies or individuals. 

The questions will be answered as promptly and as specifically as 
possible, the replies being returned by the Board to The Institute. 

Mr. Winant publicly acknowledged the offer of cooperation by The 
Institute, made by President Rodney S. Durkee. 
operation is welcome, Mr. Winant said, and in turn the Board is willing 
to cooperate with The Institute and with controllers generally to the 
end that compliance with the Act may be simplified and made as easy 


The Social Security Board has a research department, to which ques- 
tions will be submitted when received if they cannot be answered by the 
members of the Board without such special study. 

It is believed that this arrangement between The Institute and the 
Board will work out advantageously for the business concerns of the 
country and for the governmental agency. 

Questions should be addressed to The Institute. They will receive 


The Institute’s co- 











Analysis of Social Security Act Given 
by Chairman Winant 


Social Security Board’s Head Describes What Act Is Expected to Accomplish—Bene- 
fits Under Act Divide Into Two Natural Groupings, Welfare in First, and Pensions 
and Unemployment Insurance in Second—Reserves against Old Age Advocated. 


HE address delivered by Honor- 

able John G. Winant, chairman of 
the Social Security Board, on March 30 
before an audience of nearly 700 men 
at Hotel Roosevelt, New York City, 
is presented here in full. The dinner 
was arranged by the New York City 
Control of THE CONTROLLERS IN- 
STITUTE OF AMERICA. 

The audience included controllers 
from many cities, public accountants, 
attorneys, and corporation executives. 

Mr. Winant’s address was an an- 
alysis of the Social Security Act and a 
statement of what is expected of the 
Social Security Board. 

—THE Epiror. 


On August 14, 1935, the President 
of the United States approved an Act 
of Congress entitled the Social Security 
Act. Prior to the introduction of this 
measure in Congress the administration 
had spent many months in exploring 
the problems relating to economic se- 
curity. A committee of the Cabinet 
assisted by a staff of experts working 
with an advisory group representing 
business, labor and citizens-at-large, 
made specific recommendations which 
were transmitted to Congress. The 
measure was supported by very large 
majorities in both the House of Repre- 
sentatives and the Senate of the United 
States. It is now law. The funds 
necessary to carry the Act into effect 
were appropriated a month ago. 

The instrument of administration to 
carry out the major Federal provisions 
of the Act is a Board of three members. 
The responsibility for collecting taxes 
under the Act is placed with the 
United States Treasury Department. It 
was the evident intention of Congress 
to make this a non-partisan measure. 
Under the law only two of the Board 
members can be of the same party and 


excepting lawyers and experts, all ap- 
pointments to positions under the 
Board come under civil service. Ap- 
pointments of personnel have been on 
a merit basis. 

In facing the problems of social 
security as organized under our fed- 
erated system of government we do 
not want to blink the administrative 
difficulties of coordinating the Federal 
agencies of government with state au- 
thorities, integrating, for example, 
government employment offices with 
state unemployment compensation ad- 
ministrations and the necessity of do- 
ing all things that will minimize 
paper work, eliminate unnecessary 
overhead and yet protect the individual 
in his rights under the Act and insure 
to him a certain and a maximum return 
based on contributions made or levies 
granted. 


BENEFITS FALL INTO Two Groups 

The benefits under this Act as well 
as the tax levies to support them di- 
vide into two natural groupings. 

The first grouping might be de- 
scribed as welfare, educational, and 
health enactments set up on a grants- 
in-aid basis, the grants being made by 
the Federal Government from general 
funds to the states on a matching basis 
under conditions set forth in the Act. 

This group includes: 


1. Grants to states for aged needy 
persons. 

2. Grants to states for aid to de- 
pendent children. 

3. Grants to states for aid to the 
blind. 


The Social Security Board is charged 
with the administration of these three 
grant projects. 

Other grants to states for maternal 
and child health, treatment for crip- 


pled children and child welfare will 
be administered by the Children’s 
Bureau. 

An appropriation was also allocated 
under the Act to assist states and other 
political sub-divisions of the state in 
establishing and maintaining adequate 
public health services. The amounts of 
such allotments of the respective states 
are to be based on population, health 
problems, and financial needs, and ad- 
ministered by the Surgeon General. 

An additional sum was granted for 
the vocational rehabilitation of those 
physically disabled in industry, which 
is administered by the Bureau of Edu- 
cation of the Department of Interior. 

The time assigned will permit only 
the briefest reference to this first sec- 
tion of the Security program for which 
the Security Board is responsible. 

It seems plain to me that those con- 
cerned with writing this section of the 
Act wanted to improve standards by 
giving more adequate assistance to in- 
dividuals affected, and also, to aid 
states financially. I believe these provi- 
sions are in the interest of human con- 
servation. They call for orderly ex- 
penditure and require accounting, and 
in a large measure will replace other 
funds which are already an existing 
tax burden. The grant to states for 
aged needy persons provides for Fed- 
eral matching up to a limit of $15 per 
month per individual or a total of $30 
unless the state chooses to make an ad- 
ditional allotment. No minimum was 
established and the amount paid to an 
individual falls within the discretion 
of the state authority. The Federal 
Government will provide an additional 
sum equal to 5 per cent. of its grant 
for state administration. 

While an age limit of 70 is now 
acceptable, it must be lowered to 65 
years by 1940. The state must not 
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require more than 5 years residence 
out of the 9 previous years, nor more 
than 1 year of residence in the state 
immediately before application for 
pension. Twenty-two states now have 
old age pension laws to protect des- 
titute persons; 15 states give aid to 
blind and 14 states aid to dependent 
children, which have been approved 
by the Social Security Board. In some 
states, however, neither appropriations 
nor coverage is adequate and many are 
not cared for. The government pro- 
gram would more than double what 
is now done throughout the country. 
Financial assistance is necessary and 
Federal requirements are particularly 
directed to take care of situations 
which are caused by natural migration 
of people from one state to another 
with the resulting residential problems 
that arise. 

In the second grouping under the 
Social Security Act we have a Federal 
system of old-age benefits supported 
by an income tax on wages and an 
employer’s franchise tax on pay rolls 
equal to the percentage paid by wage 
earners, beginning at 1 per cent. on 
January 1, 1937, and increasing by 14 
of 1 per cent. at three year intervals 
until it reaches a total maximum con- 
tribution of 3 per cent. by employers 
and 3 per cent. by employees by Janu- 
ary 1, 1949. 

The other division in this second 
grouping is unemployment compensa- 
tion. It sets up a state system, or 
what has been described as a ‘‘coopeta- 
tive Federal-State system.” Nine states 
and the District of Columbia have al- 
ready enacted legislation, which covers 
35 per cent. of the industrial workers 
of the United States. The statute im- 
poses a Federal pay-roll tax on em- 
ployers which is paid to the local Col- 
lector of Internal Revenue. This tax 
becomes effective as of January 1, next. 
It is a levy of 1 per cent. of the 1936 
pay roll, 2 per cent. of the 1937 pay 
roll, and 3 per cent. of pay rolls there- 
after. It is payable at the end of the 
calendar year by every person who 
during each of 20 different weeks em- 
ploys 8 or more persons. 

The employer so taxed may deduct 
up to 90 per cent. of the amount he 
pays to his state unemployment fund. 
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If he operates in a state where there is 
no unemployment compensation law, 
the employer gets no deduction and the 
tax levied goes into the general funds 
of the Federal Treasury. The levy is 
intended to fall equally on all pro- 
ducers throughout the United States, 
so that there can be no competitive ad- 
vantage for those who operate in states 
which might refuse to give protection 
to the unemployed. A part of this tax 
will undoubtedly be passed on to con- 
sumers. 

The 10 per cent. is retained by the 
Federal Government, which through 
grants from general funds meets the 
costs of state administration of unem- 
ployment compensation acts. The law, 
however, both under public assistance 
and unemployment compensation ex- 
cludes the Social Security Board from 
selecting state personnel, fixing their 
terms of office and their compensation. 
Old-age insurance and unemployment 
compensation represent an honest ef- 
fort to give greater security to the wage 
earner in industry. Agricultural and 
domestic workers are excluded, not be- 
cause they never become unemployed, 
but because the administrative difficul- 
ties of including them was considered 
too great. 

Back of this brief description of this 
Act are underlying causes and human 
wants that should be more clearly un- 
derstood. 


UNITED STATES FORCED TO MEET 
PROBLEM 

We have been the last great civil- 
ized nation of the world to recognize 
the need of social economic protection. 
Such action was more necessary in 
other countries because there was less 
opportunity in the old world and sav- 
ing margins even for skilled workers 
never equaled the advantages of the 
American wage scale. Unprepared- 
ness to meet unemployment with its 
tragedy and cost have forced us to 
meet this problem by rationalized ac- 
tion. 

Security in its general aspects is too 
vast a subject for brief discussion. We 
know in its deeper implications, in a 
world in which we like to feel that 
a progressive civilization has made us 
the heir of experience, that all security 
has been jeopardized within our own 
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experience, by wars, famines, floods, 
droughts, disease, and depression. We 
recognize that in dealing with every 
phase of this problem the important 
thing is to decide what we choose to 
do about it. The Black Plague in 
England, not so many decades ago, was 
treated as a visitation of the elements. 
Medical science has wiped out that 
grim superstition and to a very large 
extent protected life from sudden 
death by plague. The skill of the en- 
gineer has taught us to control water- 
sheds and it looks as though we were 
on our way to learning more about 
soil, erosion, and those things that af- 
fect plant and animal life without be- 
lieving that we have to cry out against 
the Gods of the Pharaohs to give us 
manna. Slowly man has learned to 
recognize natural law and to adapt it 
to his needs. All these advances have 
contributed to security. 

There are some of us who believe 
that neither shrapnel nor poison gas is 
a necessary part of modern civilization 
or that in this period of invention and 
productive abundance that men and 
women and children should starve, or 
be without clothing or shelter. Some 
of us believe that war and depression 
are related problems. We are suf- 
ficient realists to recognize and hard- 
bitten enough by our own individual 
experience to know the price of war 
and the cost of depression. 

Some of us are unwilling to believe 
in the inevitability of a human perver- 
sity that finds within itself the elements 
of self destruction which must peri- 
odically turn back on itself or that the 
advances of science are simply a con- 
centration of forces leading to con- 
flicts that speed the end of another civ- 
ilization. Nor are we any more ready 
to accept as an explanation of the de- 
pression that blind economic forces will 
forever take their cyclical toll of hu- 
man misery. 

A friend of mine suggested not long 
ago that nations either advanced or 
stood still, that both positions involved 
risks; but that if he understood the 
spirit of America he believed that we 
would rather take a chance on doing 
something than take a chance on doing 
nothing and that in his own opinion 
we had little use for the theory that 





82 


God wound up the clock in the begia- 
ning and then threw the key away. 


No FINALity IN ACT 

Although as I have already said, 
similar Acts have been on statute books 
of most of the countries of the western 
world for many years, we must remem- 
ber that we are only at the beginning 
of our experience here, and with 
limited knowledge and a more difficult 
problem of administration than was 
faced by centralized governments. If 
we are to be successful in carrying out 
the intent of this law, it will be be- 
cause we are tolerant. There is no 
finality either in the Act or in our 
plans for its administration. One of 
the major obligations imposed on the 
Social Security Board is ‘the duty of 
studying and making recommendations 
as to the most effective methods of 
providing economic security.” That 
is the exact language of the law. In 
this field of searching for better meth- 
ods and improved techniques we hope 
we may be useful to you. We know 
you could be useful to us. 

A thoughtful reader of William 
Allen White’s story of “A Certain 
Rich Man” has suggested that Colonel 
Culpepper with his subscription paper 
in his hand constantly going the 
rounds in the interest of some unfor- 
tunate individual whom fire or flood 
or financial reverses had left stranded, 
in order that generous neighbors might 
share the load, was in fact resting his 
volunteer collections on the general 
principle on which we build mutual 
protection through insurance. Stated 
simply it means that the serious loss of 
a single individual when spread over 
the group can be carried without seri- 
ous difficulty by small individual con- 
tributions. Social security attempts to 
recognize contributions in the indus- 
trial field and through legislative au- 
thority to give community protection 
to those whom dependency or age, or 
the hazards of unemployment, have 
brought within the field of need. 

In order to get a more accurate pic- 
ture of the social security program we 
should recognize that sections of our 
social security approach are tied into 
wages and built up from an actuarial 
base. It is also well to remember that 


The Controller, April, 1936 


insurance implies some form of con- 
tractual protection while mutual aid is 
usually dependent on donations through 
private gifts or periodical grants. 


BENEFITS PRESENT LARGEST 
PROBLEM 


The Federal system of old-age bene- 
fits is the largest undertaking assigned 
to the Social Security Board. It means 
among other duties keeping wage rec- 
ords for more than 25,000,000 men 
and women engaged in industry. We 
find with other pertinent facts that 
older persons are not distributed pro- 
portionately in the several states, that a 
Federal system is more practical and 
economical than state systems, that 
private company systems appear to be 
adjusting their programs to key into 
the old-age benefits section of the So- 
cial Security Act. 

The depression has shown a marked 
increase in the number of aged de- 
pendents. We find that although 
older men are not often discriminated 
against when work slacks off in in- 
dustrial plants, it is much more dif- 
ficult for them to be re-employed when 
once off the pay roll. 

The problem of old-age security is 
intensified because while physical life 
is reaching further into the sixties and 
seventies, the economic life of the in- 
dustrial worker is dropping back to- 
ward the fifties. This situation is not 
a product of the depression. Twenty- 
five years ago the estimated popula- 
tion of those sixty-five or over in 
the United States was four million. 
Twenty-five years from now the esti- 
mated population in the same age 
group is 13,600,000. 

Expectancy of life should carry with 
it a share of security in old age if it is 
to be a blessing to mankind. 

The plan of attack of the Social Se- 
curity Act against unemployment uti- 
lizes the machinery of both the Federal 
and State Governments. It is simply 
a first line of defence. The major 
burden of the attack is placed on the 
states, with their closer proximity to 
the industrial problems within their 
borders. But the Federal Government 
has assumed the responsibility which 
no state can meet in a federal system— 
the burden of standardizing the mini- 





mum charge which all industry must 
bear to finance a system of reserves. 
Before this Act was passed most 
states felt hesitant to attach the cost of 
unemployment to the industries within 
their borders, when neighboring states 
failed to do so. Now each state may 
feel free to assess pay rolls for such 
reserves, knowing that this burden has 
been fixed at a uniform minimum 
throughout the United States. 


UNEMPLOYMENT INSURANCE IN 
TIME OF DEPRESSION 


To indicate the effect of a nation- 
wide cooperative system of unemploy- 
ment compensation in underpinning 
American purc...sing power in time of 
depression, it is possible to estimate 
what would have happened if we had 
had a program in effect in the last de- 
cade or more. Suppose that in 1922 
all of our states had adopted plans 
comparable to those now in force in 
several of our states. On the basis of 
a 3 per cent. contribution, at the end 
of 1929 almost two and one-half bil- 
lion dollars in reserves would have 
been available in the state unemploy- 
ment compensation funds. It is not 
difficult to visualize the influence on 
the morale of workers and the steady- 
ing effect on American business in the 
disbursement of this sum. It would 
further have materially reduced the 
direct obligations of the Federal Gov- 
ernment at a time when Government 
credit was essential to recovery. 

The need of providing practical 
means for carrying competent people 
over periods of enforced idleness is 
already obvious. Unemployment com- 
pensation is to protect the willing 
worker. There is another factor that I 
think we must recognize in dealing 
with people who live on marginal in- 
comes. It is the cash store, which in- 
cludes mail order houses. Whatever 
benefits they have brought in reducing 
costs to the consumer, they have not 
added to the credit facilities of the 
purchaser. The old credit type of 
neighborhood store carried many peo- 
ple over periods of temporary unem- 
ployment. We know, also, that inven- 
tion and technological improvements, 
however beneficial to consumers and 
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Methods of Charging Social Security 
Taxes Discussed by Controllers 


They Have Set Up Plans Which Are Simple and Effective—Few Plan To Dis- 
tribute Taxes through Payrolls—Part of Taxes May Be Capitalized When 
Applicable to Capital Projects—Regarded by Many as General Expense. 


ONTROLLERS have not been 

slow to set up the procedures 
which they plan to follow in account- 
ing for social security taxes. The plans 
now being used by many companies, at 
the suggestion of their controllers, are 
described herve. This is a_ subject 
which undoubtedly will claim increas- 
ing attention in the months ahead. 

—THE Epiror. 


The accounting procedure to be fol- 
lowed in accounting for Federal and 
State Social Security taxes has been 
the subject of discussion among mem- 
bers of The Controllers Institute of 
America for several weeks. The dis- 
cussion discloses that on some of the 
points involved controllers are far 
from in agreement. 

It is disclosed, too, that Govern- 
mental and State commissions are in 
disagreement on at least one essential 
point. 

Most controllers have gone ahead 
and evolved a method of procedure. It 
is pleasing to note that in many essen- 
tial features these methods of pro- 
cedure are practically identical, vary- 
ing only in unessential details. 

The discussion arose when a mem- 
ber of THE CONTROLLERS INSTITUTE 
OF AMERICA presented the questions 
shown elsewhere on this page. These 
questions were sent to a small number 
of controllers, selected at random from 
the members of THE CONTROLLERS 
INSTITUTE OF AMERICA. Many of 
the responses are presented here. They 
form an illuminating cross-section of 
Opinion on this question. Experience 
during the current year, supplemented 
by further study of this subject, will 
probably result in general adoption of 
one or more procedures, adapted to 
special types of business, which will 
be practically uniform. 


Opposed to Distributing Through 
Payroll 

It apears to be the consensus of 
opinion, as disclosed in the letters re- 
ceived, that the social security taxes 
should not be charged to the respective 
payroll accounts, though there are 
some dissenting opinions. A control- 
ler of a public utility company discloses 
the fact that commissions controlling 
accounting procedures in that field are 
divided in their opinions as to whether 
these taxes should be distributed over 
the payrolls. This controller gives the 
information that the Public Service 
Commission of Wisconsin has ordered 
that these taxes must be charged to the 
respective payroll accounts. On the 
other hand, the Accounting Commit- 
tee of the National Association of 
Railway and Utility Commissioners 





THE QUESTIONS: | 


“Have any of the local Controls | 
had a discussion as to the method of | 
charging the Federal or State Social 
Security taxes? Is it the general 
consensus of opinion that this tax 
should be charged into a tax account 
or charged direct to operations? For 
example; the Federal tax is 1% on 
taxable labor. Let us say there are 
a dozen segregations of labor, then 
would it be the general opinion that 
each classification of labor should 
have its proportion of taxes added, 
or, as above outlined, charged to 
another account and added either as 
a single direct cost or overhead? 

“It would seem to the writer if 
charged to the labor account it 
would be rather confusing to any- 
one auditing the labor account for 
compensation insurance as certainly 
you would not want to pay a com- 
pensation tax on this excise tax. It 
may be that the labor or a portion 
of the labor is chargeable to a cap- 
ital asset account. Would it be ad- 
visable then to add to the cost of 
the asset the excise tax; in other 
words, capitalize this excise tax?” 











has reached the conclusion, but at this 
writing had not officially promulgated 
it, that these items should be charged 
to the tax account. The Wisconsin 
Commission is reported to be ready to 
rescind its order if the railway and 
utility commissioners promulgate their 
conclusions officially. 

The attitude of public service com- 
missions will probably have little effect 
on the practices adopted by industrial 
and business concerns. Business firms 
favor charging the taxes to a tax ac- 
count and feel that distributing them 
over payroll is too expensive a process 
to warrant adopting it. 

A minority of opinion views these 
taxes “‘as a part of the cost of employ- 
ing labor.” To omit the tax from cost 
would produce an incomplete cost, it 
is pointed out. Another commentator 
holding these views says: ‘Treat as 
labor cost, merely additional compen- 
sation to employees. Charge the same 
account as payroll. Not advisable to 
charge as overhead or tax item.” 


Will Have Effect on Wages 

One comment along these lines was 
that in the long run the cash wages 
paid to labor will be influenced by the 
taxes. As this controller put it: “It is 
not improbable that on account of these 
taxes wages will not increase as much 
in the future as they would otherwise.” 
The controller who made that observa- 
tion added: “To omit the tax from the 
costs would, therefore, result in the 
computation of an incomplete cost.” 

The difference of opinion seems to 
be over the point as to whether the tax 
constitutes an increase in wages, and 
thus becomes a part of the wages, even 
though paid to the Government. Pos- 
sibly these discussions will serve to 
bring about a fairly well defined con- 
sensus of opinion on that point. 
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Some May Be Capitalized 


On the question of capitalizing the 
taxes, there is little difference of 
opinion. “Capitalize such tax items 
as apply to capital items’ is the way 
one controller expressed it tersely. 
“Doubt wisdom of attempting to cap- 
italize these taxes’ was a lone negative 
opinion expressed. 

Controllers seem to be in agreement 
that these taxes can and should be 
capitalized if expended as a tax on 
labor applied to an asset which is it- 
self to be capitalized. 
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Simplicity of procedure, inexpensive 
routines, are advocated by practically 
all of those replying to the questions, 
if the procedures do not result in dis- 
tortion of cost figures. 


Item of General Expense 

That the payments of unemployment 
insurance and other social security 
taxes should be regarded as an item of 
general operating expense is a thought 
expressed by many of those who te- 
plied to the questions asked. In many 
instances it is indicated that this operat- 
ing expense is charged to the depart- 


ment or division on whose wages the 
tax was paid. 

Quite a large proportion of those 
replying are definite in their opinions 
that the social security taxes based on 
labor should not be a labor cost item, 
but should be regarded as a part of the 
overhead applied to the various de- 
partments and divisions. 

A special tax account is recom- 
mended by many; in some cases, two 
accounts, or perhaps two or three sub- 
accounts. 

An epitomized summary of opinions 
appears on this page. 


Epitomized Summary of Opinions as to Procedure 


—Do not include in labor accounts. 

—Do not distribute over payroll, too 
laborious and expensive. 

—Tax should not be charged to the labor 
account. Would confuse Federal and 
State auditors and involve endless 
clerical detail. 

—Tax should not be charged in with 
wages account. 

—Tax is part of cost of employing labor. 
To omit tax from costs would pro- 
duce incomplete cost. 

—Add to all labor segregations. Salaries 
chargeable to sales expense and ad- 
ministrative expense will carry tax 
into those respective accounts. 

—Treat as labor cost—merely additional 
compensation to employees. Charge 
to same account as payroll. Not ad- 
visable to charge as overhead or tax 
item. 

—Handle as overhead item. Do not de- 
partmentalize this cost or add it to 
salary or wage charges. 

—Taxes in connection with manufactur- 
ing labor should become part of 
standard overhead applied to various 
products and become part of in- 
ventory, selling or administrative tax 
accounts. Should be added to final 
cost of product. 

—Charge to tax account in income. Sepa- 
rate distribution paralleling payroll 
distribution would be patently ex- 
pensive and burdensome. 

—Use tax expense account in each prin- 
cipal group of expense accounts, 
manufacturing, selling and _ over- 
head. Provide additional account in 
each group for social security taxes. 

—Include in cost of operations, after 
charging as a tax which is carried as 
an administrative expense. 

—Should be separate and identifiable 
classification of expense. 

—cCharge to operating expenses, by de- 
partments. 

—Accrue taxes monthly, based on actual 
payrolls; distribute to expense ac- 
counts. 

—Is fixed burden on industry and should 
be treated in current year as an ex- 
pense of the business, not allocated 
to numerous classifications of pay- 
rolls. 


—Do not capitalize, but treat as item of 
expense. 

—Capitalize such tax items as apply to 
capital items. 

—When capital accounts are of vital 
concern for rate making purposes, 
these taxes should be allocated be- 
tween capital and operation. 

—The proportion of the tax applicable 
to construction should be charged 
thereto. 

—Would be possible for small amount 
of these taxes to be capitalized. 
—Doubt wisdom of attempting to cap- 

italize these taxes. 

—Set up reserve each month and keep 
production costs as free as possible 
from all elements of taxes. 

—Important that this item be not allowed 
to be buried in labor distribution to 
cost accounts. Charge as an ad- 
ministrative social security tax ex- 
pense. 

—tThese taxes should be eliminated from 
inventories so that none will ride 
over the balance sheet at the end of 
the year. 

—Consider tax on factory labor as general 
factory overhead expense and distrib- 
ute to costs along with indirect 
charges. Tax on other than factory 
employees should be considered as 
general administrative expense. 

—Charge tax to each department on basis 
of payroll. Believe specific cost, not 
general overhead item. 

—Accrue tax, distribute to cost of pro- 
duction, selling and administrative 
expense. 

—Charge to operations under one ac- 
count; prorate to all departments, as 
we prorate other indirect expense. 

—Absorb as general expense in first year; 
later will absorb expenses in various 
distributions of costs. Wages are 
only a basis for calculating tax. 

—Set up reserve for tax; charge to an 
expense account to various depart- 
ments. Treat very much as overhead 
item, same as real estate taxes. Ac- 
crue the liability. 

—First accrue and when, or if, validity 
of laws is established, charge as 
separate tax item to respective op- 
erating units. 


—Charge to separate “Federal and State 
Social Security Taxes Account,” sub- 
divided under (1) manufacturing 
labor, direct and indirect; (2) sell- 
ing and distributing salaries and 
wages; (3) administrative salaries and 
wages. From these figures establish 
selling prices that will include these 
taxes in the overall cost of respective 
products. Basic costs thus undis- 
turbed. 

—Establish controls to which shall be 
charged by departments all labor 
COSEBS ss: Distribute by journal en- 
try the labor accounts to the various 
operations. Credit the tax .... to 
a special tax reserve. 

—Charge to personnel, non-productive, 
expense; distribute into overhead of 
various productive departments on 
basis of man hours worked. 

—Charge along with taxable labor, dis- 
tributed in accordance with depart- 
mental classification, under separate 
labor sub-account. Pass tax item 
through clearing account, broken 
down as between various states and 
Federal government. 

—Charge to overhead and distribute over 
all production, selling and distribut- 
ing. 

—Some companies for which this tax is 
a substantial item may desire to 
make accurate distribution to avoid 
distortion of cost figures. 

—Procedure may vary when direct labor 
costs are high in proportion to cost 
of materials used. 

—Distributors will probably try to push 
this expense back on manufacturers, 
through an increased discount or 
other reimbursement. 

—Interstate Commerce Commission rules 
taxes for railroads includible in rail- 
way tax accruals. Believe properly 
chargeable to cost of operations. 
Charge as single direct cost, elimi- 
nate unnecessary refinement. 

—Treat as tax, rather than as operating 
expense. 

—Consider simply as taxes, allocate to 
various operations and products. 

—tTreat the same as other excise taxes. 








COMMENTS OF CONTROLLERS 

The views of the controllers who 
replied appear in the letters quoted 
here: 


CHARGED TO OPERATING EXPENSES 
OF DEPARTMENTS 


An illuminating reply to the ques- 
tions was received from Mr. Roscoe 
Seybold, controller of Westinghouse 
Electric and Manufacturing Company, 
of East Pittsburgh. He writes: 


“This company charges the above taxes 
to the operating expenses of the depart- 
ment in which the employees are located 
whose salaries and wages are the basis of 
the tax accrued for later payment. 

“To make this clearer: A separate pay- 
roll is made up (and a separate budget 
account operated) for each department 
of the company, including each plant and 
each operating division and cost center 
within a plant. The tax accrued is cal- 
culated for each of these payroll totals 
(excluding exempt employees, if any), 
and the monthly accrual is charged to the 
operating expense of the department 
represented by the payroll. For exam- 
ple, the tax accrued on the payroll of a 
sales department is charged to the ex- 
pense or budget account of that depart- 
ment and results in being reported in 
selling expense; the tax accrued on the 
payroll of a division of a plant is charged 
to the overhead expense of the division 
and results in the amount accrued being 
included in factory cost of the product 
of that division. 

“We have no thought of including the 
amount of these taxes in the labor ac- 
counts. However, under our plan it 
would be possible for a small part of this 
tax to be capitalized; that is, if the main- 
tenance or tool department were working 
on a job chargeable to a capital account, 
the fact that the overhead expense of 
the department includes its part of this 
tax would result in that small part of the 
tax being included in the department’s 
factory cost charged to the asset or cap- 
ital account. But this does not change 
the fact that the total amount accrued 
for these taxes is charged in the first 
instance to operating expenses of indi- 
vidual departments.” 


Not To BE CHARGED TO LABOR OR 
WAGES 


A definite stand is taken by this 
commentator against charging the taxes 
to labor or wages. He says: 


“I cannot see any circumstances where- 
under the Federal or State Social Secu- 
tity Taxes would be charged to labor or 
payroll accounts. Labor or wages of any 
kind, if charged to strictly a labor or 
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wage account, should not include any 
taxes of any kind on that labor or wage. 

“We are accounting for the unemploy- 
ment insurance as provided for by Fed- 
eral and State Social Security Laws by 
setting up the unemployment insurance 
accrual each month based on the actual 
payroll in accordance with the rates pro- 
vided by the various State and Federal 
statutes. This accrual is distributed to 
expense accounts in the various depart- 
mental classifications of the business. 
The amount of this tax in relation to the 
expenses of the departments involved is 
sufficiently large to warrant the segrega- 
tion of such expense in a separate ac- 
count, so that each department manager 
will know exactly how these new social 
security laws affect his department. In 
this manner the tax is equitably charged 
to departments of the business incurring 
the tax. 

“For example, we have a very large 
export business and as the wages for our 
export salesmen and other foreign em- 
ployees are not taxable, the Export De- 
partment does not receive any portion of 
the tax on the payroll of these employees, 
whereas the domestic sales force, includ- 
ing salesmen and other employees, is 
liable for the tax and the Domestic Sales 
Department absorbs the tax on the pay- 
roll of its employees. 

“In regard to the question as to 
whether it would be advisable to add the 
cost of this tax to a capital asset account, 
wish to state that I think this would be 
entirely logical if the tax is payable on 
the wages or salaries of employees en- 
gaged in capital work. Indirectly our 
method of distributing this tax will re- 
sult in charging a portion of it to capital 
accounts. 

“For example, we have a large con- 
struction and maintenance department 
and this tax becomes a part of the over- 
head or burden of this department. We 
distribute the overhead and burden of 
this department to maintenance and cap- 
ital accounts depending on the labor in- 
volved between these two divisions of 
accounts. Under this plan the unemploy- 
ment insurance tax is distributed as a 
part of the overhead to both capital and 
maintenance accounts, and under the cir- 
cumstances we consider this quite proper. 
We of course, however, would not charge 
capital accounts with any portion of this 
tax applying to operating employees un- 
der the system outlined.” 


Not Lasor Cost ITEM 


Mr. George M. Arisman, controller 
of Armstrong Cork Company, of Lan- 
caster, Pennsylvania, believes the tax 
is not a labor cost item. He writes: 

“The social security taxes based on 
labor should not be a labor cost item. 


These items should be considered as taxes 
and included in the tax account. They 
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may be allocated to the various opera- 
tions and products of the business as a 
tax item on the basis of the payroll affect- 
ing each product and operation. Those 
social security taxes which are paid in 
connection with the manufacturing labor, 
both direct and indirect, should become 
a part of the standard overhead applied 
to the various products in process or in 
the manufactured stock and become a 
part of the inventory. Those social se- 
curity taxes applying to labor and salaries 
not classed as a manufacturing expense 
should be handled under the respective 
selling or administrative tax accounts 
and be included in the totals of these 
various expense classifications. In this 
manner they would be added to the final 
cost of the product either as selling or 
commercial expense. 

“Those social security taxes paid in 
connection with labor performed on cap- 
ital assets should be a part of the over- 
head absorbed into the total cost of such 
assets. When a construction or machine 
tool corporation is doing only that class 
of work, it is naturally justified in adding 
social security taxes to its cost, thereby 
including them in the selling price of 
its services Or equipment to the con- 
sumer. In this manner such taxes are a 
part of capital assets. When a corpora- 
tion has machine and tool shops of its 
own and builds its own equipment or 
constructs its own buiildings, likewise it 
should capitalize the social security taxes 
by adding them to its overhead in con- 
nection with the carrying out of work of 
this nature.” 


CHARGE TO SPECIAL ACCOUNT 


Three principal sub-accounts are sug- 
gested by this controller of a company 
in the east: 


“Our opinion is that it is preferable to 
charge this tax to a special account 
rather than to the labor account. Our 
practice this year is to charge the entire 
tax on factory payroll to one sub-account 
in our works management burden cen- 
ter, from which it is distributed to the 
various productive departments with the 
rest of the works management expense. 
Payroll tax on sales employees is charged 
to one sub-account under selling expense, 
and the tax on administrative employees 
is charged to one sub-account under ad- 
ministrative expense. 

“This handling is adopted because of 
its simplicity and because we think noth- 
ing would be gained in our cost or ex- 
pense statements by a more accurate dis- 
tribution, at least at present, when the 
amount involved is comparatively small. 
In future years when the amount in- 
creases we may reconsider this decision 
and it is possible that some companies 
when the tax is a substantial item might 
desire to make an accurate distribution 
this year in order to avoid distortion of 
their cost figures. 
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“Under the method of handling out- 
lined above, the tax on labor chargeable 
to a capital asset account is not included 
as a part of the cost of the asset. Theo- 
retically we believe that this tax on such 
labor could properly be capitalized and 
that companies with a substantial amount 
of capital construction jobs might very 
well prefer to do so.” 


Nort PRACTICABLE TO ALLOCATE 


These assessments are taxes and 
should be accounted for as such in 


appropriate sub-tax accounts, is the 
view of another controller, who writes: 


“I express the view that the assess- 
ments made, pursuant to the provisions of 
the Federal and State Social Security Acts, 
constitute a tax on the employers and in 
certain states on the employees and 
should be so treated in the accounting 
records. This question was raised re- 
cently by the pipe-line carriers with the 
Bureau of Accounts, Interstate Commerce 
Commission, and it was the consensus of 
opinion there that any amounts paid into 
the Federal and State treasuries, pursuant 
to the provisions of these social security 
acts, should be accounted for as a tax 
in the appropriate sub-tax account. 

“I think that it would not be practicable 
to allocate this tax to the numerous classi- 
fications of payrolls to which such taxes 
apply. I doubt the wisdom of attempting 
to capitalize any part of this tax even 
though it may directly apply to some 
labor which is for construction. It is a 
fixed burden upon industry and should 
be treated in the current year as an ex- 
pense of the business and regarded as a 
tax deduction in arriving at taxable in- 
come.” 


RECOMMENDATION BY STATE 
COMMISSIONS 


This commentator calls attention to 
the fact that several state commissions 
have ruled that payroll taxes should be 
charged to tax account. He agrees, 
saying: 

“If an attempt were made to charge 
payroll taxes to the same accounts to 
which the corresponding salaries or wages 
are charged, it would require a separate 
distribution paralleling the payroll dis- 
tribution, and, under certain provisions 
of the Federal Social Security Act, a 
separate computation of payroll taxes 
would be required for each employee re- 
ceiving more than $3,000 a year. This 
would be a patently expensive and bur- 
densome routine, hardly justified merely 
to treat such taxes in the labor group of 
accounts. 

“Several state commissions have ruled 
that such payroll taxes should be charged 
to the tax account in income. I agree 


with this, as it has two distinct advan- 
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tages: (a) It provides a less burdensome 
disposition than the diffusion of these 
taxes to the numerous accounts to which 
wages are charged; and (b) all taxes, of 
whatever nature, should be aggregated in 
One account in the income statement in 
order that the world may have some con- 
ception of the tremendous amounts which 
industry is contributing to government. 

“When payroll taxes relate to labor 
chargeable to the fixed capital accounts, a 
proper concept of sound accounting prin- 
ciples dictates that the total cost of the 
labor and its related taxes should be 
treated as a part of the construction 
work.” 


DeTAILS ACCOUNTING PROCEDURE 

Mr. Frank J. Ellis, controller of 
William Wrigley, Jr. Company, gives 
an interesting and illuminating outline 
of the procedure which he advocates 
following: 


“The tax we are immediately concerned 
with, of course, is the 1 per cent. excise 
tax on taxable labor as defined by the 
Regulations, for the purpose of financing 
the unemployment insurance program. 

“I think there is no definite or uniform 
rule that could be followed that would 
cover all cases. 

“The social security legislation is, of 
course, new legislation and the Regula- 
tions, as they are issued from time to 
time, may cause changes in accounting 
procedures to meet the Regulations. 

‘My opinion is that the burden of the 
taxation should be charged to the opera- 
tion of the various activities of the busi- 
ness and the simplest and most practical 
procedure would be as follows: 

“1, Establish controls to which shall be 
charged by departments all labor 
costs. 

“2. Establish subsidiary labor analyses 
which will be tied up with the con- 
trols classifying the labor as to taxa- 
ble and non-taxable in accordance 
with the Regulations. 

3, Distribute by journal entry the labor 
accounts to the various operations. 

‘4, Credit the tax computed on the basis 
of subsidiary analyses to a special tax 
reserve. 

“5. Distribute the tax accrued to various 
operations. 


“It is highly important that the ac- 
counting procedures shall be so set up 
that the taxable labor can be easily iden- 
tified and that the total labor accounting 
shall be clearly stated and easily audited. 

“It is also highly important that taxes 
paid should be under one control for the 
reason that these taxes paid by employers 
in states that have adopted laws which 
meet with the approval of the Social 
Security Board will be permitted to be 
credited up to 90 per cent. of the taxes 
thus paid, against the Federal tax. 

“It is my impression further that the 
labor account should be carefully segre- 





gated and controlled for the reason that 
it may be possible to receive substantial 
benefits from a taxation standpoint if it 
can be proved that the taxpayer has ac- 
complished an unusual stabilization of its 
labor. 

“It is always hazardous to venture an 
opinion on a question of correct proce- 
dures involving new legislation, particu- 
larly when the character of the legislation 
is new to American institutions, as this 
Act is.” 


QUOTES WISCONSIN COMMISSION 


Conflicting opinions on the part of 
state commissions are disclosed by 
this controller, of a public utility com- 
pany: 

“In our opinion these taxes should be 
charged direct to the tax account rather 
than to the related payroll accounts. The 
two principal reasons for this opinion are 
as follows: (1) that we like to show the 
increasing trend of taxes in our annual 
reports; the question has become mighty 
serious and it is imperative that the se- 
curity holders in a corporation know the 
extent to which earnings are being af- 
fected by: all types of increasing taxes: 
(2) the cost of distributing these taxes to 
the related payroll accounts is prohibitive 
in the public utility industry. The classi- 
fication of accounts used is far more ex- 
tensive than in other kinds of industries 
and, consequently, we have more classi- 
fications of payroll to which distributions 
would have to be made. Also, we would 
have to maintain an additional sub-account 
for each payroll classification so that we 
could readily ascertain what portion of 
the account represents actual payroll and 
what portion represents these taxes. 

“For your information, the Public Serv- 
ice Commission of Wisconsin has issued 
an order to the effect that these taxes 
must be charged to the respective pay- 
roll accounts. In a hearing last week 
the chief accountant of the Commission 
informed me that the accounting com- 
mittee of the National Association of 
Railway and Utility Commissioners had 
the question under consideration and 
had reached the conclusion that these 
items should be charged to the tax ac- 
count. He told me further that if this 
was the ultimate announced conclusion 
of the committee, he had in mind re- 
scinding his previous order so as to 
permit the Wisconsin utility companies 
to charge the taxes to the tax account. 
I have not heard of any other develop- 
ments in the utility field and, of course, 
those mentioned above have not reached 
the stage of public announcement.” 


TREAT AS OTHER EXCISE TAXES 


Treat these taxes the same as other 
excise taxes, says this commentator con- 
cisely: 











“In our opinion, they should be car- 
ried in a separate tax account and not 
apportioned either to labor or capital ac- 
counts. 

“We are unable to see why this excise 
tax should be treated any differently than 
other excise taxes.” 


ACCRUING TO SOCIAL SECURITY TAX 
ACCOUNT 


A simple and practicable plan is 


followed by another controller, who 
writes: 


“We are accruing both Federal and 
State taxes to a Social Security Tax Ac- 
count, and handling the expense as an 
overhead item. We do not plan at pres- 
ent, at least, to departmentalize this cost 
nor to add it to salary and wage charges. 

“Although there might be some the- 
oretical justification for including the 
cost of such taxes as a labor expense, my 
own feeling is that, as a practicable mat- 
ter, a number of complications, including 
those suggested by the person who raised 
the question, would inevitably result from 
this method. Furthermore, the constitu- 
tionality of the Federal Law has not yet 
been determined, and it is likely, I be- 
lieve, that a number of the State Laws 
will be materially changed during the 
current year. Thus, at least, until both 
Federal and State Social Security Laws 
are clarified to a much greater extent than 
is the case now, it seems to me that the 
simplest and most practicable plan to 
follow is to handle the expense as an 
overhead item as we are doing here.” 


KEEP PRODUCTION CosT FREE OF 
TAXES 


This controller sets up a reserve each 
month, and recommends keeping pro- 
duction costs free of taxes. He writes: 


“The policy which I have recommended 
for this organization consists of the set- 
ting up of a reserve each month during 
1936 which represents one-twelfth of the 
estimated liability under Federal and 
State laws which are at present on the 
statute books. 

“It would seem to me desirable to keep 
the production cost as free as possible 
from all elements of taxes for several rea- 
sons which are obvious.” 


CHARGED AS ADMINISTRATIVE 
EXPENSE 


This controller keeps the item 
separate. He believes it will help to 
keep everyone concerned “tax con- 
scious.” He writes: 

“We are charging this item as an ad- 
ministrative social security tax expense, 
so that at all times this amount is out- 
standing, and in any statistics on taxes it 
is included as a tax charge. 
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“In our opinion it is important that 
this item be not allowed to be buried in 
labor distribution to cost accounts, as it 
is important to keep it separate and in- 
cluded in tax so as to keep us all tax 
conscious, and also ihere is a question 
as to the constitutionality of the Act, 
which makes it important that this figure 
be kept separate.” 


DISTRIBUTED OvER ALL PRODUCTION 


A direct and comprehensive state- 
ment comes from the controller of a 
company in the east, who writes: 


“In our company we intend to charge 
these taxes to overhead and thus have 
them generally distributed over all our 
production. That portion applying to 
factory labor will be charged to factory 
overhead, and the portion applying to 
salesmen and people employed in our 
distributing organization will be charged 
to selling overhead.” 


CHARGED UNDER ONE ACCOUNT 


The total charge, under one account, 
will be prorated to all departments, as 
other indirect expenses are prorated, 
under the plan of this controller: 


“We intend charging the taxes assessed 
under the Federal and State Social Secur- 
ity Acts direct to our operations under 
one account. 

“We have many departments and many 
types of labor and to distribute the taxes 
to the various payroll accounts would, 
in Our Opinion, serve no purpose; conse- 
quently, the total charge will be prorated 
to all of our merchandise departments, 
similar to the manner in which we pro- 
rate other indirect expense.” 


GENERAL OPERATING EXPENSE 


These taxes are a part of general 
operating expense, according to an- 
other commentator, who writes: 


“It is my opinion that this tax should 
be charged to tax expense as a part of 
the general operating expense of a com- 
pany, and that we should not attempt to 
require the tax to follow the labor 
through the various operating accounts 
that are charged with the labor.” 


PRACTICE OUTLINED FOR RAILROADS 
The view of the Interstate Com- 
merce Commission is that these taxes 
should be accrued in a tax account, a 
railroad controller writes: 
“It is my opinion these taxes are prop- 
erly chargeable to cost of operations as 


an additional item of operating costs. 
However, so far as the railroads are 
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concerned, the Bureau of Accounts, In- 
terstate Commerce Commission, has ruled 
the charges are properly includible in 
Railway Tax Accruals. 

“If treated as an operating cost in my 
opinion the amount of the tax should be 
segregated and charged as a single direct 
cost to one primary account in operating 
expenses, thus eliminating unnecessary 
refinement in accounting and at the same 
time avoiding question as to inclusion 
of the tax in payroll charges subject to 
workmen’s compensation tax. 

‘In the construction of property the 
cost of which is chargeable to capital 
account the tax applicable to labor so 
engaged is properly includible as part of 
the cost of the property constructed.” 


CONSIDERED PART OF LABOR CosTS 


Here is another view, from the con- 
troller of a company in the far west: 


“We have been considering our un- 
employment insurance taxes as a part 
of our labor costs, and have charged these 
taxes along with the taxable labor. When 
such labor is capitalized, the tax of course 
is also capitalized. Labor charged to 
operating accounts is distributed in ac- 
cordance with our regular departmental 
classification, but under a separate labor 
sub-account, so that so fas as each de- 
partment is concerned it is possible at 
any time to tell the actual direct ex- 
penditure for labor and for taxes. 

“In order that we may be able to tell 
at any time the total taxes accrued the 
tax item is passed through a clearing ac- 
count, which is broken down as between 
the various States and the Federal Gov- 
ernment, and separate statements are 
made of these latter classifications.” 


CHARGED TO PERSONNEL EXPENSE 


Under the plan described by this 
controller the taxes are included in 
overhead expenses distributed among 
the various productive departments: 


“We charge our unemployment insur- 
ance taxes to the personnel expense, along 
with the payroll department expense, 
employment department expense, first-aid 
room expense, educational, welfare, and 
the like. The total of this account is 
distributed into the overheads of the 
various productive departments on the 
basis of the man hours worked. 

“In this way each department’s over- 
head rate contains its share of the payroll 
tax so that it eventually finds its way 
into the proper account—capital asset, 
goods in process, or what not—on the 
basis of the hours worked.” 


ABSORBED AS GENERAL EXPENSE 


The unemployment insurance tax 
will be absorbed, for the first year or 
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two, as a general expense, by the 
American Fork & Hoe Company, of 
Cleveland. Mr. L. H. deForest, con- 
troller of that company, writes: 


“We have given this matter some con- 
sideration, principally from the stand- 
point of absorbing this expense in our 
costs and have reached the following con- 
clusions: 

“During the first year or two the 
amount of tax expense, while represent- 
ing quite an outlay of money, is a very 
small percentage of our total costs. We 
propose for the first year or so to ab- 
sorb this as a general expense. 

“However, later on we fully expect to 
absorb expenses in the various distribu- 
tions of our costs. 

“While it is true that these taxes have 
a direct relation to salaries and wages, 
yet that is only a basis for calculating 
them. Although it is highly desirable to 
allocate this expense to the same wages 
and labor accounts against which they are 
figured, we believe after due consider- 
ation that this expense should be handled 
as burden expense rather than trying to 
allocate the various proportions against 
direct labor, indirect labor, and the vari- 
ous salary accounts. 

“Personally, I think it is a question that 
is open to gonsiderable discussion, and 
that the procedure which would apply to 
one industry would not apply to another.” 


CHARGED TO TAX ACCOUNT 


This controller states briefly that he 
charges the unemployment insurance 
taxes to an account covering other 
taxes: 


“We are charging this tax to an ac- 
count known as Federal and State Taxes, 
which includes: 

“1. Federal and State Social Security 
Taxes. 

“2, Federal Capital Stock Taxes. 

“3. State Franchise Taxes. 

“4, Retailer's Occupational Tax.” 


WAITING FOR STATE LAW 


A controller of a Pennsylvania com- 
pany describes his procedure as fol- 
lows: 


“The State of Pennsylvania has not 
enacted a Social Security Act. For the 
time being we are accruing 1.1 per cent. 
for unemployment insurance under the 
Federal Social Security Act and are an- 
ticipating a similar act to be enacted by 
the State of Pennsylvania. The distribu- 


tion of the tax so accrued is charged in 
the following manner: 

“Cost of Production—Segregated in a 
separate account in the overhead classi- 
fications. 
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“Selling Expense—Segregated in a 
separate caption in the amounts applic- 
able to sales salaries and commissions. 

“Administrative Expense—Segregated 
in a separate account in the amounts ap- 
plicable to administrative salaries. 

“We are not at present segregating the 
amounts accrued as between accruals ap- 
plicable to the additions of property and 
plant or accruals applicable to the regular 
cost of production because in our case 
the amount involved, applicable to capital 
additions, is practically negligible.” 


BELIEVES TAX SPECIFIC COST 


This controller believes the taxes to 
be a specific cost on the same basis as 
labor, and not a general overhead item. 
He writes: 


“We charge the tax to each depart- 
ment on the basis of payroll in the same 
way we charge compensation insurance. 

“We believe this is definitely a specific 
cost on the same basis as labor, and not 
a general overhead item.” , 


OPENED Two New ACCOUNTS 


This controller suggests following 
the same procedure as with compensa- 
tion insurance. He has opened two 
new accounts. He writes: 


“Under no circumstances do I think it 
advisable to charge to the various labor 
accounts the 1 per cent. Federal tax. If 
the charge were made to the labor ac- 
counts it certainly would cause confusion 
in the audits of the payroll for com- 
pensation insurance. 

“When labor is chargeable to a capital 
asset account I think the same principle 
would apply as would with respect to the 
compensation insurance on the same la- 
bor. If it is the practice of a company to 
charge the compensation insurance pre- 
mium to the capital assets, I think the 
1 per cent. Federal tax also should be 
charged to capital account. If the prac- 
tice is not to charge the compensation 
insurance premium to the capital account, 
then the Federal tax also should not be 
charged to the capital account. 

“In the case of my company the amount 
of the 1 per cent. Federal tax is relatively 
small. We have decided to consider the 
tax applying to our factory labor as a 
general factory overhead expense and 
distribute it into our costs along with the 
indirect charges. The tax on our pay- 
roll, other than the factory employees, is 
being considered as a general adminis- 
trative expense. We have opened two 
new accounts on our books for this tax, 
one under general plant expenses and 
the other under office administration.” 


TREATS It as LaBoR Cost 
This controller regards the tax as an 
additional compensation to employees, 





and charges it to the same account as 
the payroll. He writes: 


“Our method of handling this item is 
to treat it as a labor cost because it in- 
volves a tax on payrolls. For our pur- 
poses we consider that this is merely an 
additional compensation to employees and 
the tax is charged to the same account as 
the payroll. We do not consider it ad- 
visable to charge this as an overhead or 
a tax item, for the reason stated above. 

“Workmen’s compensation insurance 
is charged out in the same manner, and 
for this reason the addition of payroll 
taxes does not involve any difficulty. The 
payroll tax is merely added to the work- 
men’s compensation insurance and the 
total amount charged to the appropriate 
accounts. 

“In the event that any labor should be 
employed in connection with capital 
charges, the payroll tax would thus be 
capitalized. We see no objection to 
handling in this manner, for the reason 
that it is a direct cost applicable to pay- 
rolls.” 


ADDING TAX TO LABOR SEGREGATIONS 


This commentator states that he is 
adding the Federal tax to all the labor 
segregations. He writes: 


“We are adding the Federal tax of 1 
per cent. to all the labor segregations so 
that any labor charged to capital will 
receive its charge of 1 per cent.; likewise, 
salaries chargeable to sales expense and 
administration expense will carry the 
addition of the 1 per cent. into those re- 
spective accounts. 

“This should not cause any confusion 
to any one auditing the labor account 
because the 1 per cent. itself will not be 
entered on the payroll and the audits of 
the compensation accounts are always 
made from the payrolls.” 


HANDLES IN SAME MANNER AS 
COMPENSATION INSURANCE 


This controller believes the tax 
should be charged to Tax Account, 
just as compensation insurance is 
charged to Insurance Account. He 
writes: 

“It is my opinion that this tax should 
be charged to Tax Account. This seems 
to me consistent with the present practice 
of charging workmen’s compensation in- 
surance to Insurance Account rather than 


charging to each classification of labor 
its proportion of the insurance or taxes.” 


Gives SAMPLE ENTRIES 
Mr. E. Stewart Freeman, of the 
Dennison Manufacturing Company, 
(Please turn to page 99) 























To users of Addressograph Payroll Methods 
the requirements of the Social Security Act 
present no record and report problems 


@ Today, in business organizations, few subjects merit 
closer study than payroll preparation, employee payments 
and related reports and tax remittances to the Federal and 


State governmental agencies. 


Even before the enactment of new legislation, “making 


up the payroll” involved the writing 
of numerous records and the filling-in 
of many forms. It was usually a last 
minute job... a frequently recur- 
ring task that imposed a peak-load 
burden on the clerical staff. Speed was 
necessary . . . accuracy was essential. 

The adoption of direct payroll taxes 
has added further to the payroll rou- 
tine. Provisions of the Federal Social 
Security Act and State Laws will re- 
quire the collection of payroll taxes in 
such manner as to insure proper iden- 
tification of EVERY employee. 

For many years Addressograph has 
provided methods that are recognized 


as the fastest, most convenient and most economical .. . 
methods that make possible ERRORLESS mechanical 
transcription. Present Addressograph users will find no 


appreciable extra routine burden from new legislation. 


SEND FOR YOUR FREE COPY OF 
“MODERN PAYROLL PROCEDURE” 


This new, comprehensive book will be sent 
free to Controllers. Write to us on your 
business stationery. Or any Addressograph 
representative will gladly supply a copy. Con- 
sult telephone books of principal cities. 


Addressagraph 


NAME- AND DATA-WRITING EQUIPMENT 





Required reports will be easily made. 


A new book, MODERN PAYROLL 
PROCEDURE, has just been pub- 
lished. Controllers have a particular 
interest in this book as it explains in 
detail several typical, modern payroll 
systems. Any Controller may secure a 
free copy by making a request on his 
business letterhead. 

Write to Addressograph Company, 
Division of Addressograph-Multigraph 
Corporation, Euclid Post Office, Cleve- 
land, Ohio. Offices in principal cities 
of the world. More than fifty models 
of name- and data-writing machines. 
Prices as low as $48.00, on convenient 


budget payment plan. 








SIMPLIFIES 
PAYROLL ACCOUNTING 


and gives you the additional 
information required by the 


SOCIAL SECURITY ACT 


While you are considering how best to handle your payroll and 
earnings records in order to meet the provisions of the Federal 
Social Security Act and related legislation—investigate these 
new Burroughs developments in the complete line of Bur- 
roughs bookkeeping and accounting machines. They make it 
possible to select exactly the equipment you need to enable 
you to handle your payroll and earnings records with excep- 
tional speed, ease and economy. 


Here is a typical comment: ‘‘Our new Burroughs equip- 
ment is not only an easy solution to the accounting prob- 
lems set up by the Federal Social Security Act, but we are 
actually handling all our labor accounting, including the 
extra work, at a lower cost than before.’’ Another typical 
comment: ‘‘We are glad the Social Security Act prompted 
us to investigate because we now have the complete pay- 
roll accounting system we have needed for a long time.”’ 


To find out how Burroughs can assist you to meet your own 
problem with the minimum change in equipment, and at the 
lowest possible accounting cost, telephone the local Bur- 
roughs office. Or, if more convenient, mail the coupon below. 


MAIL THIS COUPON TODAY! 





Burroughs Adding Machine Company 
6124 Second Boulevard, Detroit, Michigan i 


Send me the new folder, ‘‘Modern Payroll Methods’’—which includes illustra- 
tions of forms for compiling figures required by the Federal Social Security Act. 





Name 


Address__. 




















NEW MACHINES 
FOR 
PAYROLL ACCOUNTING 










Burroughs Typewriter Payroll Accountin: 
Machine writes check, earnings record, 
employee’s statement and payroll summary 
in one operation. Column selection auto- 
matically controlled. All totals accumulated. 









Burroughs Desk Bookkeeping Machine posts 
earnings records, automatically prints dates 
in proper columns, automatically subtracts 
deductions—calculates net pay. 


Burroughs Electric Carriage Check-Writing 
Typewriter writes payroll checks either in 
units or in strips. Payroll summary com- 
— at same operation. Fast and easy 
nsertion and removal of checks. 








Burroughs Automatic Payroll Machine writes 
check, employee’s earnings statement, earn- 

and payroll summary in one 
operation. Accumulates all nec totals, 
automatically ejectsand stacks checks in order. 














New Guide for Public Accountants 
Clarifies Current Practices 


Body of Conventions, Based on Combination of Theoretical and Practical Considera- 
tions, Form Basis for Determination of Income and Preparation of Balance Sheet— 
Publication Issued by American Institute of Accountants Useful to Controllers. 


RIEF reference was made in the 
Book Review section of THE 
CONTROLLER in the March issue to 
the pamphlet, “EXAMINATION OF Fi- 
NANCIAL STATEMENTS BY INDEPEND- 
ENT PuBLIC ACCOUNTANTS,” which 
was published in January by the Amer- 
ican Institute of Accountants. The 
pamphlet contains so much that is of 
interest to controllers that permission 
was obtained to reprint a portion of it. 
The pamphlet focuses attention on 
current accounting practices, based on 
the body of accounting conventions 
that has been evolved in recent years, 
partly under the spur of regulatory 
legislation, of rules of the New York 
Stock Exchange, and of various gov- 
ernment and state commissions. 

Simply stating, or perhaps restating, 
these conventions helps to clarify them 
and to bring them home to those who 
are most interested. Incidentally, the 
manner and phraseology in which the 
conventions are presented are worthy 
of commendation. The American In- 
stitute of Accountants did well to 
break its rule and to publish the names 
of the committee members who spent 
months preparing this publication. 
Mr. SAMUEL J. BROAD was chairman 
of the committee. Other members were: 
PERCIVAL F. BRUNDAGE, (GEORGE 
COCHRANE, FREDERICK H. Hurp- 
MAN, PAUL K. KNIGHT, EDWARD A. 
KRACKE, NORMAN J. LENHART, and 
Puitiep N. MILLER. Credit is due 
these gentlemen, all public account- 
ants, for a fine job, the greater part of 
which is intended as a guide for pub- 
lic practitioners in their work. Even 
that portion is worthy of study by con- 
trollers. 

It is well worth the space to publish 
here the general introduction of the 
pamphlet. 

—THE EpITor. 


The pamphlet, ‘Examination of Fi- 
nancial Statements by Independent 
Public Accountants,” recently published 
by the American Institute of Account- 
ants, may well take rank as one of the 
most important discussions of account- 
ing and reporting principles that has 
made its appearance in recent years. 
As such, it is of exceptional interest to 
controllers and to other officers and 
employees of corporations and of other 
business entities. 

Although the pamphlet was writ- 
ten as a guide for public accountants 
in making their examinations, the 
committee which prepared it wisely de- 
cided to include in it a general state- 
ment of principles, which appears as 
a general introduction. This general 
introduction recognizes modern thought 
and practices in accounting. Inferen- 
tially, outmoded ideas and practices 
are cast aside. For instance: “Out of 
this necessity has grown up a body of 
conventions, based on a combination 
of theoretical and practical considera- 
tions, which form the basis for the 
determination of income and the prep- 
aration of balance sheets.” Further: 
“One of the most important account- 
ing conventions is that the balance 
sheet of a going concern shall be pre- 
pared on the assumption that the con- 
cern will continue in business.” And 
further: ‘“The development of account- 
ing conventions has been influenced 
largely by a recognition of the im- 
portance of the income account.” 


CONSISTENCY EMPHASIZED 

Consistency of application of ac- 
counting principles is emphasized. 
The preface of this pamphlet begins: 
“Developments of accounting practice 
during recent years have been in the 
direction of increased emphasis on ac- 
counting principles and consistency 


in their application, and of fuller dis- 
closure of the basis on which the 
accounts are stated.” 

With the permission of the Ameri- 
can Institute of Accountants a portion 
of the general introduction is repro- 
duced here. This pamphlet is a re- 
vision of the bulletin. ‘Verification 
of Financial Statements,’ which was 
prepared by The Controllers Institute 
of America in 1929 and published by 
the Federal Reserve Board. The re- 
vising was done in 1935, and the new 
pamphlet appeared in January, 1936. 

A most interesting portion of the 
new pamphlet, which is not repro- 
duced here, is the section describing 
the variations from the general pro- 
gram of examination which may be 
made in the cases of companies of con- 
siderable size, with well managed sys- 
tems of internal audit. Variations for 
use in the cases of small companies, 
with less extensive systems of internal 
audit, also are described. The pro- 
gram for use in examining the ac- 
counts of large companies, with well 
set up systems of internal audit, will 
be particularly interesting to control- 
lers. 


The pamphlet may be had for 15 


‘ cents from the American Institute of 


Accountants. 

This portion of the general intro- 
duction is interesting reading and a 
most valuable contribution to the lit- 
erature of accounting: 


PORTION OF GENERAL 
INTRODUCTION 
“In an earlier age, when capital as- 
sets were inconsiderable and business 
units generally smaller and less com- 
plex than they are today, it was pos- 
sible for a merchant to value his assets 
annually with comparative ease and 
accuracy and in this way to measure 
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the progress made from year to year. 
With the growing mechanization of 
industry, and with corporate organiza- 
tions becoming constantly larger and 
more complex, this has become in- 
creasingly impracticable. From an ac- 
counting viewpoint, the distinguishing 
characteristic of business today is the 
extent to which expenditures are made 
in one period with the definite pur- 
pose of expectation that they shall be 
the means of producing profits in the 
future. How such expenditures shall 
be treated in accounts is the central 
problem of financial accounting. How 
much of a particular expenditure of 
the current or a past year shall be car- 
ried forward as an asset cannot pos- 
sibly be determined by a process of 
valuation. The task of appraisal would 
be too vast, and the variations in ap- 
praisal from year to year, due to 
changes in price levels or changes in 
the mental attitude of the appraisers, 
in many cases would be so great as to 
reduce to relative insignificance all 
other elements in the computations of 
the results of operations. Considera- 
tion of the accounts of a business en- 
terprise must start from the premise 
that an annual valuation of all the as- 
sets is neither practicable nor desirable 
for a going concern using its property 
only for production purposes. 

“Some method, however, has to be 
found by which the proportion of a 
particular expenditure to be charged 
against the operations of a given year 
and the proportion to be carried for- 
ward may be determined; otherwise it 
would be impossible to present an an- 
nual income account. Out of this 
necessity has grown up a body of con- 
ventions, based on a combination of 
theoretical and practical considerations, 
which form the basis for the determi- 
nation of income and the preparation 
of balance sheets. 

“One of the important accounting 
conventions is that the balance sheet 
of a going concern shall be prepared 
on the assumption that the concern 
will continue in business. Plant assets, 
permanent investments and intangibles 
are usually stated at cost or on some 
other historical basis without regard 
to present realizable or replacement 
value. Assets such as inventories and 
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accounts receivable are commonly stated 
at their going-concern value, which is 
usually greater than the realizable 
value in forced liquidation. Certain 
assets only, notably cash and readily 
marketable securities, are customarily 
stated at values which do not depend 
upon continuance of the business. In 
sharp contrast are the nominal assets, 
such as umnamortized discount, the 
value of which might entirely disap- 
pear if the concern were to go out of 
business. 


ACCOUNTING PRINCIPLES 

“While there is general agreement 
on certain broad principles, there re- 
mains room for differences in the ap- 
plication of those principles which 
may affect the results reached in an 
important degree. It is a generally 
accepted principle, for example, that 
the investment in an industrial plant 
should be charged against operations 
over the useful life of the plant; but 
there are several generally accepted 
methods of achieving this result. 
Among the methods used are the 
straight-line method, the sinking-fund 
method, the combined maintenance- 
and-depreciation method and the di- 
minishing-balance method. The charges 
against a particular year may vary ma- 
terially, depending on which method 
is employed. 

“Again, the most commonly ac- 
cepted formula for stating inventories 
is at cost or market, whichever is 
lower; but different results may be 
obtained, according to the manner in 
which it is applied. For instance, 
cost of goods on hand may be deter- 
mined on the theory that the first 
goods in are the first goods to go out, 
or that the last goods in are the first 
goods to go out. Cost might vary 
markedly under these alternative meth- 
ods. 


CONSISTENCY IN APPLICATION 

“Within certain limits it is less im- 
portant what precise rules and methods 
are adopted by a corporation in report- 
ing its earnings than that accepted 
principles shall be followed and fol- 
lowed consistently. 

“Reverting to the illustrations al- 





ready used, a stockholder or creditor 
would not need to be greatly con- 
cerned whether the straight-line or the 
sinking-fund method of providing for 
depreciation was being employed by 
a corporation, provided he knew that 
an accepted method was being used 
and that it was being applied in the 
same way from year to year. But if 
depreciation is charged in one year on 
the straight-line method applied to 
cost and in another is charged on a 
sinking-fund method applied to a val- 
uation less than cost, the financial 
statements may be misleading unless 
the change is clearly indicated. 

“Again it may not be a matter of 
great importance whether cost of goods 
on hand is determined on the theory 
that the first goods in are the first 
goods to go out, or that the last goods 
in are the first goods to go out. But 
it is important that the reader of the 
statements be advised of the incon- 
sistency if one method is applied at 
the beginning of the year and the other 
method at the close of the year and 
the change makes any material differ- 
ence in the results reported. 


IMPORTANCE OF INCOME ACCOUNT 


“Financial statements as a general 
tule are prepared for three main pur- 
poses: for reports to management, for 
reports to stockholders and for credit 
purposes. Statements prepared for man- 
agement purposes will usually contain 
considerable information of a statisti- 
cal or detail nature. Statements prepared 
primarily for the purpose of reporting 
to stockholders and other investors 
should not differ greatly from those 
prepared for bank and commercial 
credit purposes, though they may differ 
considerably from statements prepared 
for a prospectus which is essentially a 
selling document furnished for the in- 
formation of prospective purchasers. 
As a rule a creditor is more particularly 
interested in the liquidity of a business 
enterprise and the nature and adequacy 
of its working capital; hence the de- 
tails of the current assets and current 
liabilities are to him of relatively more 
importance than details of the long- 
term assets and liabilities. He also 


has a real interest in the earnings, be- 
(Please turn to page 94) 
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LN YOUR OPFICE 


SAIC TO KNOW WHE... 
The Trend lo Dictaphone Sweeps On 


There’s an impressive story of re- 
sults behind the soaring sales of 
Dictaphone. It comes to you in 
booklet form entitled, “What's 
An Office Anyway?” As you go 
through its interesting pages 
you'll recognize why so many 
executives find that this modern 
dictating instrument doubles their 
ability to get things done... 
how surely it minimizes their ex- 
ecutive detail and simplifies their 
major executive duties, 








Kathryn M. Joyce, sec’y 

to S. J. Bur e, of 

Phila., says: “The clear 

Nuphonic reproduction 

of the new Dictaphone 

gives me greater speed 
and accuracy.” 


As you read how Dictaphone 
smooths out the day’s work for 
thousands of executives, you may 
wonder why you haven’t put this 
modern business tool to work for 
you. You have but to check the 
coupon below to receive your 
copy of “What’s An Office Any- 
way?”—then, if you find it as in- 
teresting as others have, a phone 
call or a letter will bring you a 
working demonstration in your 
own office. Mail the coupon now. 





The word DICTAPHONE is the Registered Trade-Mark of Dicta e Corporation, 
Makers.of_Dictating Machines and Accessories to which said "Isede Mark is Applied. 


SOME COMPANIES THAT HAVE RECENTLY SWUNG 
TO DICTAPHONE: 


Seagram-Distillers Corp., New York National Dairy Assn., St. Louis, Mo. 
Dirks & Company, Portland, Oregon Phillips Packing Co., Cambridge, Md. 





Dictaphone Sales Corporation, 420 Lexington Avenue, New York, N. Y. 
In Canada—137 Wellington St., West, Toronto 


4H I want to see your representative. 
Please send me my copy of ““What’s An Office Anyway?” 
NN accom pecerliors 
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(Continued from page 92) 

cause the ability to repay a loan may 
be dependent upon the profits of the 
enterprise. From an investor's point 
of view, it is generally recognized to- 
day that earning capacity is of vital 
importance and that the income ac- 
count is at least as important as the 
balance sheet. 

“The development of accounting con- 
ventions has been influenced largely 
by a recognition of the importance of 
the income account. As a rule, the 
first objective has been to secure a 
proper charge or credit to the income 
account for the year, and in general 
the presumption has been that once 
this is achieved the residual amount of 
the expenditure or the receipt can 
properly find its place in the balance 
sheet at the close of the period. Thus 
the changes in the balance sheet from 
year to year are in many respects more 
significant than the balance sheets 
themselves. 

“It is also recognized that earnings 
of an enterprise for a single year, and 
still more so for shorter periods, are 
of limited significance, because they 
may be disproportionately affected by 
transitory influences. Fair conclusions 
as to earning power can not be drawn 
without comparison of the profits over 
a period of years and consideration of 
a number of other factors which can 
not be set forth in financial statements. 
Among these factors are the ability 
of the management and the effect of 
changes in technical processes, shift- 
ing markets, tariffs and taxation, on 
the plant, product and sales of the 
business. Any one of these human or 
physical or economic factors may 
throw the concern into difficulties or 
materially alter its financial condition 
and earning capacity. 


Basis OF STATING THE ACCOUNTS 


“Tt is an important part of the ac- 
countant’s duty, in making his exami- 
nation of financial statements, to sat- 
isfy himself that accounting practices 
are being followed which have sub- 
stantial recognition by the accounting 
profession. This does not necessarily 


mean that all companies will observe 
similar or equally conservative prac- 
Accounts must necessarily be 


tices. 
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largely expressions of judgment, and 
the primary responsibility for forming 
these judgments and preparing the 
financial statements in which they are 
reflected must rest on the management 
of the corporation. But unless the dif- 
ference is of minor importance the 
accountant must assume the duty of 
expressing his dissent through a quali- 
fication in his report or otherwise, if 
the conclusions reached by the man- 
agement are, in his opinion, manifestly 
unsound, though he is not entitled to 
substitute his judgment for that of the 
management when the management's 
judgment has reasonable support and 
is made in good faith. 

“In view of the increased recogni- 
tion of the importance of accounting 
principles and of consistency in their 
application, management is giving in- 
creasing attention to such matters and 
to the determination, where alternative 
methods are permissible, of the method 
to be adopted; and boards of directors 
are coming to regard this as one of 
their important responsibilities. The 
best practice in presenting financial 
statements is to indicate therein the 
bases on which the more important 
items are set forth. For example, it 
is desirable to disclose on what basis 
the inventory has been determined ; the 
basis of stating the amounts shown 
for property, plant and equipment, in- 
vestments, etc.; whether income on 
instalment sales is taken into account 
when the sale is made or as collected; 
and other matters which are of major 
importance in the business under re- 
view. Further, if there has been any 
change as compared with the preceding 
period, either in accounting principles 
or in the manner of their application, 
which has had a material effect on the 
statements, the nature of the change 
should be. indicated. 


CONSOLIDATED STATEMENTS 

“It has been rather generally ac- 
cepted that the position and earnings 
of a parent company and its subsid- 
iaries as a whole usually can best be 
presented by means of consolidated 
statements showing the combined posi- 
tion and operations of the group. 
There are certain general considera- 





tions affecting the preparation of such 
statements which are worthy of note. 
“Control of the subsidiary com- 
panies is an important prerequisite to 
the presentation of consolidated state- 
ments. The parent company should 
be in possession, directly or indirectly, 
of the power to direct, or to cause the 
direction of, the management and pol- 
icies of the subsidiaries consolidated. 
Thus a company of which less than 
50% of the voting stock is owned 
should ordinarily not be included in 
the consolidation. The general rule 
is that, when power to control is pres- 
ent, that principle of inclusion or ex- 
clusion should be followed which will 
most clearly exhibit the financial con- 
dition and results of operation of the 
parent company and its subsidiaries. 
This may necessitate the exclusion of 
certain subsidiaries. In the case of 
foreign subsidiaries, for example, the 
accounts are frequently kept in foreign 
currencies; there are often legal re- 
strictions on the transfer of funds; 
double taxation may have an influence 
on the receipt of earnings by payment 
of dividends to the parent company ; 
and geographical and legal considera- 
tions may affect the extent of the con- 
trol exercises. Circumstances such as 
these may lead to a determination that 
it is preferable to exclude the foreign 
subsidiaries from the consolidated 
statements. However, except when the 
amounts are immaterial, no consoli- 
dated statements should be considered 
complete unless a notation of the par- 
ent company’s equity in the aggregate 
earnings or losses of the unconsoli- 
dated subsidiaries appears thereon. 
“The limitations of consolidated 
financial statements should be recog- 
nized. The status of bondholders and 
other creditors and the respective as- 
sets against which their claims rank 
may not be shown, and thus consoli- 
dated statements may be inadequate 
unless accompanied by additional state- 
ments. The necessity of giving fur- 
ther statements for the parent company 
alone, and possibly for certain sub- 
sidiaries, should be considered, © par- 
ticularly the balance sheet. Where 
substantially all the securities of a sub- 
sidiary are owned by the parent com- 
(Please turn to page 96) 











WHAT'S THE SOCIAL SECURITY 
ACT GOING TO DO TO OUR 
ACCOUNTING, MAC ? 


6 

Wauat new information will I need to 
report Federal and State tax returns?” 
‘Must I change my present methods of 
record-keeping to conform with payroll re- 
ports required under these laws?” “How 
can I make such changes most economi- 
cally and efficiently?” 
Many an employer right now is asking him- 
self these questions about the new Social 
Security legislation. Remington Rand has 
already furnished many employers with 
record systems to take care of these require- 
ments. To date records for more than a 
million employees have been provided. 


OK: iL 


LET'S CALL REMINGTON RAND 
AND FIND OUT... THEY'VE COT IT 
ALL DOWN IN BLACK AND WHITE 





Remington Rand invites executives to take 
advantage of this service without obliga- 
tion. Contact the Remington Rand man in 
your city. Discuss with him your individual 
record-keeping problems. He may either sug- 
gest simple changes or complete new meth- 
ods to provide the information at the lowest 
cost to you The full range of equipment he 
has at his command permits him to advise 
impartially. His advice is free. He will make 
no sale without net profit to the user. Make 
this note now: Phone for a man from the 
Systems Division of Remington Rand in 
your city. 
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SALES OFFICE OF NATIONALLY KNOWN 


CHEESE COMPANY 
REPORTS 50% INCREASE 
IN BUSINESS CAPACITY! 


(From Edison case histories of the World's business) 


N A SALES OFFICE . . . particularly 
in the Cheese business . . . things 
must move! ... Stocks must be fresh 
and turnover rapid . . . Often, min- 
utes count. Speed is essential. 
Ediphone Voice Writing allows 
each dictator to get rid of his cor- 
respondence in 1-2-3 order. He can 
dictate at any hour to his Pro-technic 
Ediphone, without having to wait 
for a secretary. Salesmen, returning 
late, are able to voice-write their re- 
ports, memos, follow-up letters, etc. 
In the office, written communica- 
tions are gotten into work smoothly 
. . electrically . . . without loss of 
time or effort. Phone calls are con- 
firmed immediately, home office in- 


quiries are promptly answered. And 
business capacity increases—50% ! 

Edison can prove to you that the 
Pro-technic Ediphone will increase 
your firm’s business capacity 20% to 
50%. Let us show you! Ask for proof 
. .. no obligation whatsoever! Tele- 
phone The Ediphone, Your City, or 
write to— 


asa Etro 


tnconvonart 
ORANGE, N.J. U.S.A 












New Guide for Accountants 


(Continued from page 94) 

pany and the subsidiary is, in effect, 
an operating division of the integrated 
business, the individual profit-and-loss 
and surplus accounts of the parent 
company would ordinarily not be nec- 
essary, as the control over the sub- 
sidiaries would be of such a nature 
as to make earnings and surplus im- 
mediately available to the parent com- 
pany. 

“Consolidated statements are in- 
tended to show the position and earn- 
ings on the basis of considering the 
entire consolidated group as a single 
unit. Hence inter-company sales and 
inter-company profits not realized by 
means of sales outside the group are 
eliminated, although practical consid- 
eration may at times necessitate minor 
exceptions to this rule. .The equity of 
minority stockholders, i.e., those out- 
side the group, in the earnings, capital 
stock and surplus of subsidiary com- 
panies should be indicated. 


PROCEDURES 


“In the succeeding sections of this 
pamphlet are presented certain gen- 
eral principles which should be con- 
sidered in determining the nature and 
extent of an examination of financial 
statements by independent public ac- 
countants. While it is impracticable to 
set forth in any single program pro- 
cedures which will fit the widely vary- 
ing situations which will be encoun- 
tered, the value of a detailed program 
as a guide is so generally recognized 
that one is given in Section II. The 
particular program chosen is intended 
for a small or moderate-sized manu- 
facturing or merchandising concern. In 
Section III an indication is given of 
the nature of the modifications which 
will ordinarily be made in the case of 
a large-sized company with a more ex- 
tensive organization and, consequently, 
a greater degree of internal check and 
control, and also in the case of small 
companies with inadequate internal 
control. Suggested forms of financial 
statements and of the report in which 
the accountant expresses his opinion 
of the financial statements (also re- 
ferred to as his ‘certificate’), are given 
in Section IV.” 
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INSTITUTE ACTIVITIES-COMMUNICATIONS 


NEW MEMBERS ELECTED 


At a meeting of the Board of Directors 
of The Controllers Institute of America, held 
March 26, 1936, the applicants named be- 
low were elected to active membership in 
The Institute: 

L. H. ATTWELL, JR. 
Humble Oil & Refining Company, Hous- 
ton, Texas. 

S. J. BRILL 
Kendall Refining Company, Bradford, 
Pennsylvania. 

JOHN DAssAu 
New York Stock Exchange, New York 
City. 

WALTER J. GERICK 

Socony-Vacuum Oil Company, Inc., De- 

troit. 

PHituip A. Hoyt 

Oliver United Filters Incorporated, Oak- 

land, California. 

Louis W. JAEGER 
Colonial Optical Company, Inc., New 
York City. 

A. F. LisKA 
Burroughs Adding Machine Company, 
Detroit. 

D. F. Morrison 
California State Automobile Association, 
San Francisco. 

HAROLD K. OUIMET 
Pacific States Savings & Loan Company, 
San Francisco. 

HuGH L. Patcu 
The Standard Oil Company (Ohio), 
Cleveland, Ohio. 

CHARLES F. SCULLY 
General Candy Corporation, Chicago. 

C. A. THULANDER 
J. D. and A. B. Spreckels Company, San 
Francisco. 

REESE TUCKER 
Balfour Guthrie & Company, Ltd., San 
Francisco. 


FORM FOR REPORTS OF 
UNINCORPORATED ISSUERS 
The Securities and Exchange Commission 

has adopted a form for annual reports of 
unincorporated issuers engaged in the busi- 
ness of investing or trading in securities. 
This form is designated 17-K and is to be 
used by issuers of the type which originally 
registered their securities on Form 17. Like 
the forms of this series already adopted, this 
form is designed to keep up to date the in- 
formation filed in the original application 
for registration and in general follows the 
principles of reporting indicated in the 
Commission’s form for initial registration. 

Form 17-K is substantially the same as 
Form 10-K except for the variations neces- 
sary to provide for the characteristic fea- 
tures of an unincorporated issuer engaged in 
investing or trading in securities. These 
variations are comparable to the differences 
existing betwen Forms 10 and 17 for initial 
registration. 

Form 17-K differs from Form 15-K only 
insofar as differences in the form of organ- 
ization of issuers using the respective forms 
require. 








WILLIAM P. KELLY 


The announcement printed be- 
low, sent from the office of the 
president of the International Har- 
vester Company, Chicago, under 
date of March 23, tells of the pass- 
ing of a member of THE CONTROL- 
LERS INSTITUTE OF AMERICA, Mr. 
William P. Kelly: 


“It will be sorrowful news to all 
his Harvester associates and to many 
others outside our organization to 
learn that our controller and well- 
loved friend, William P. Kelly, has 
passed away. The end of his long, 
brave struggle against an_ illness 
which proved to be beyond medical 
skill came early this morning at his 
home in Highland Park, Illinois. ... 

“In his twenty years of Harvester 
service Mr. Kelly had not only en- 
deared himself to all his fellow 
workers with whom his duties had 
brought him in contact but had 
established a record of distinguished 
achievement and had earned wide 
recognition as an outstanding mem- 
ber of his profession. 

“Born at Hamilton, Scotland, near 
Edinburgh, he was educated at Her- 
riot College in that city, and at the 
University of Edinburgh, where he 
received his degree as a chartered 
accountant. He entered the employ 
of Price, Waterhouse & Company in 
London in 1906, and served in the 
New York and Montreal offices of 
that firm until he was transferred to 
the Chicago branch. 

“Entering Harvester service in 
March, 1916, he was soon sent 
abroad as general auditor for Russia. 
In August, 1918, he was transferred 
to France and took an important part 
in the post war rehabilitation of the 
company’s plant at Croix. He was 
recalled to the United States in Feb- 
ruary, 1920, and was soon afterward 
appointed assistant controller in 
charge of general accounting. In 
April, 1927, he was appointed first 
assistant controller and in June, 
1928, was elected controller. 

“Mr. Kelly is survived by his 
widow and by four children, Frances, 
Patricia, William and Christina.” 

Mr. Kelly became a member of 
THE CONTROLLERS INSTITUTE OF 
AMERICA, November 19, 1934. He 
was a member of the Committee on 
Cooperation with the Securities and 










LIKES ARTICLE ON 
BUDGETING 


To the Secretary: 

So large a volume of poor material has 
been written and published during the last 
few years under the name “Budget” that I 
instinctively shrink from reading an article 
so labeled. 

This feeling, however, did not keep me 
from reading the article by Mr. H. D. 
Minich in the February issue of “The 
Controller’ in which he has pushed aside 
the elaborate hokum which is so frequently 
used to justify complexity in budget struc- 
tures, and has emphasized the true funda- 
mentals upon which any useful budget 
must be based. It seems to me that many 
companies fail to appreciate: 

1. The fact that budgeting is merely the 
employment of common sense toward 
the attainment of practical, understand- 
able results, and is not a modern species 
of magic which must be surrounded by 
formidable complexities and an air of 
mystery. 

. The fact that simplicity in budget ar- 
rangement, with its easily comprehended 
methods and its comparatively small 
cost for budget administration, is more 
likely to receive intelligent cooperation 
than is a large budget bureau using elab- 
orate forms and voluminous records. 
For circulation to some of the interested 

people in this company, I have prepared a 

memorandum of excerpts from Mr. 

Minich’s article. R. S. HoLpeEn, 


N 


Public Service Company 
of Northern Illinois. 





RECORD-KEEPING 
EFFICIENCY. . 


OORE’S Loose Leaf Binders and Record 
Sheets will help you keep your records 
more conveniently, more economically. 
Simple and accessible. A great number of sheets 
may be safely held insmall s . Sheets may 


pace 5 
be removed instantly without disturbing others. 
Pages easy to transfer. Held in perfect security 
and alignment. 





BOOK 


Contains life - size 
bookkeeping forms 
completely filled in, 
illustrating uses— 
a MOORE form for 
every kind of record. Will help you with your 
accounting problems. Used by over 300,000 
leading firms. Fill in coupon, attach to letter- 
head, mail, and 140 page book will be sent _/ree. 


JOHN C. MOORE CORP., Est. 1839 
6182 Stone Street, Rochester, N. Y. 














Exchange Commission, and had Name 
formed many warm friendships with ee Le ee ee 
members of The Institute. 
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When we say 


AUTOMATIC 


we mean just that— 


2800 
C800 
2200 


S90 00 
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MATHEMATON 


Calculating Machine 


“Automatic” means much to a calculat- 
ing machine user, because it obviates the 
human tendency to err. The operator is 
relieved of much fatigue, consequently is 
more alert to safeguarding the employer’s 
money, for figures represent nothing else. 


The Mathemaion calculating machine is 
fully automatic in multiplication and di- 
vision, clearance of dials, and keyboard. 
There is no machine like it. 


Mathematon is The King of Calculators. 


Write or telegraph for demonstration 


RALPH C. COXHEAD 
CORPORATION 


17 Park Place New York, N.Y. 
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and accomplishments. 





INSTITUTE TO BE FIVE YEARS OLD 
IN SEPTEMBER 


The Controllers Institute of America will be five years old in Septem- 
ber. Its annual meeting, October 5 and 6, will be its fifth. Members 
and friends of The Institute have pointed out that this will mark an in- 
teresting milestone in the history of the organization, and have suggested 
that it be made the occasion for a review of its development, progress, 


A committee to take charge of plans for the Fifth Annual Meeting is 
to be named promptly by President Rodney S. Durkee. 








Brief Facts Concerning 


CONTROLLERS INSTITUTE 
OF AMERICA 


Organized, December 29, 1931; incorpo- 
rated, December 31, 1931. 

A non-profit membership corporation, 
under laws of District of Columbia. 
Membership, 560. Includes controllers 
from many diversified lines of business 

and industry. 

Purposes, advancement of technical and 
other interests of controllers. 

President, RopNEY S. DuRKEE, controller 
Socony-Vacuum Oil Company, Inc., 
New York, N. Y. 

Eligibility Rules: Membership open only 
to controllers, and to assistant control- 
lers when sponsored by their chiefs. 
(In case of company which has no one 
with title of controller, the person per- 
forming the commonly accepted duties, 
and carrying the usual responsibilities, 
of a controller, becomes eligible.) As- 
sociate class open to educators and 
writers and to corporate officers of 
grade equal to or higher than that of 
controller. 

Branches, in eight cities: Boston, Chi- 
cago, Cleveland, Philadelphia, Pitts- 
burgh, New York, San Francisco, St. 
Louis. 

Meetings: Annual, on national scale; 
monthly, in eight cities. 

Publications: Year Books, monthly maga- 
zine, “The Controller,” special reports 
and pamphlets from time to time. 

Governed, by National Board of Direc- 
tors of twenty-one members, which 
meets monthly (except July), and an 


Executive Committee of five, which 
meets on call. 

Committees: Twelve standing and special 
committees which are constantly study- 
ing special problems of the controller 
and his work. 

Address, One East Forty-second Street, 
New York, N. Y. 


FORM FOR REGISTERING 
ADDITIONAL SECURITIES 

The Securities and Exchange Commission 
has announced adoption of a special form to 
be used for the registration on a national 
securities exchange of additions to the list. 
This form is to be used whether the addi- 
tional securities are of the same class as 
those previously registered, or of a different 
class. 

The form is designed to simplify the 
registration of such securities, and to ob- 
tain information of a more pertinent char- 
acter, presented in a clearer manner. Until 
this time, except for securities issued in ex- 
change for other securities, registration for 
additional securities required the same data, 
presented in the same manner, as applica- 
tions for original registration. 


Fifth Annual Meeting of Controllers 
Institute of America will be held Oc- 
tober 5 and 6, 1936, in New York 
City. Controllers are asked to have 
those dates in mind in planning their 
vacations, and their business trips to 
New York. MARK THE DATES ON THE 
CALENDAR. 





36 W. 44TH STREET 





FLOYD H. ROWLAND & CO. 


Management Consultants 


CHARTS—‘‘How To Budget Your Business for Profit’ 


“‘Controlled Planning for Sales and Profit’’ sent on request. 


NEW YORK CITY 























Methods of Charging Tax 
(Continued from page 88) 
gives a sample of the entries he makes 
to handle the accounting for these 
taxes, as follows: 


Suggested Method of Accounting for Social 
Security Taxes 
(A) 
Dr. wage or salary rolls 
Cr. Cash 


with cash paid to employees 


(B) 
Dr. wage or salary roll 
Cr. unemployment or pension contri- 
butions payable 
with amounts withheld from em- 
ployees 


(C) 
Dr. appropriate labor cost or expense ac- 
count 
Cr. wage or salary rolls 
with stipulated wages or salaries 
(amounts paid in cash plus 
amounts withheld) 


(D) 
Dr. appropriate labor cost or expense ac- 
count 
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Cr. unemployment or pension taxes ac- 
crued 
(each tax jurisdiction separately) 
with taxes payable by employer 


(A and B) and (C and D) would pre- 
sumably each be combined into one op- 
eration. The payroll cards for individual 
employees would show (1) stipulated pay, 
(2) amounts withheld, and (3) amounts 
paid in cash. The labor charge to each op- 
erating account would be increased by the 
appropriate percentage (e.g., 1% in 1936 
or 3% in 1937 [sic}) and the excess of the 
labor charge over the credit to payroll would 
be credited to the appropriate taxes ac- 
crued account. 

The payroll tax is part of the cost of 
employing labor and in the long run the 
cash wages paid to labor will be influenced 
thereby. It is not improbable that on ac- 
count of these taxes wages will not increase 
as much in the future as they otherwise 
would. To omit the tax from the costs 
would therefore result in the computation 
of an incomplete cost. 

If a machine is bought complete the taxes 
paid by the manufacturer would very prob- 
ably be covered by the price paid the man- 
ufacturer. I see no reason why it should 
not be included in the cost of the machine 
if the user makes the machine himself. 
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HANDLES SAME AS REAL ESTATE TAX 


Distributors feel the expense of the 
tax will cut into their net profits, and 
may try to push it back on the manu- 
facturers, one controller brings out, as 
follows: 

“We have set up a reserve for the tax 
and we charge this item to an expense ac- 
count to the various departments, treating 
it very much the same as an overhead 
item or the same as Real Estate taxes. We 
do not believe that it is right to capitalize 
the item and of course in our particular 
case the item of labor is not so great as to 
make any difference in our set-up of ex- 
pense items. 

“We are however familiar with the cases 
of distributors of our products and their 
principal item of expense being a payroll 
means quite a lot to them in cutting into 
their net profit. They in turn no doubt 
will try to have this pushed back on the 
manufacturer in the line of an increased 
discount or some other reimbursement to 
them, but even so I believe that the tax 
account should not be capitalized but 
should be treated as an item of expense, 
for it would be practically impossible to 
distribute over a payroll without increas- 
ing the amount of labor and expense.” 

(Concluded on next page) 





curity laws. 











ELECTRIC REKORDESK SAFES open 


and close electrically. 


It is just as important to plan the housing and protec- 
tion for these new payroll records as it is to revamp old 
forms or design new ones to comply with the social se- 


Payroll records must be preserved against destruction or 
loss for years to come. The efficient way is to plan your 
records to fit standard housing and protection equipment 
NOW! 





start right by protecting your 


SOCIAL SECURITY PAYROLL RECORDS 


The Diebold Line includes many different types of 
equipment that can be fitted to different record making 
systems. Our applications feature economical combina- 


tions of housing efficiency with certified fire protection in 
one unit, located on the spot where the records are used. 





LEDGER TRAY SAFES 
keep ledgers at the operator's 
finger tips. 


RECEDING DOOR SAFES 
save one third floor space. 
Ideal for batteries. 


Let us show you how we can save you money. 
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TABULATING 
CARD and other in- 
teriors for all stand- 
ard and receding door 
safes. 


DIEBOLD SAFE & LOCK Co..... Canton, Ohio 
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Methods of Charging Tax 
(Continued from page 99) 
ACCRUE UNTIL JUDICIALLY 
SUSTAINED 

A simple statement of procedure 
submitted by one controller is: 


“For the present this Company is ac- 
cruing the liability for the tax imposed by 
Section 901 of the Federal Social Security 
Act through charges to a special tax ac- 
count. 

“If and when the validity of this and 
the other taxes imposed by said Act is 
judicially sustained, we probably will 
charge them as a separate tax item to our 
respective operating units and depart- 
ments and capitalize such as apply to capi- 
tal items.” 


RELATIVELY HIGH Costs May 
Justiry Direct ALLOCATION 

The proportion of labor costs to ma- 
terials cost may call for direct alloca- 
tion of the taxes, says this controller: 

“We use a tax expense account in each 
principal group of expense accounts such as 
manufacturing expenses (overhead), sell- 
ing expenses and administrative expenses. 
We have recently provided an additional 
account in each group for social security 
taxes. The taxes on all salaries and wages 
are distributed in exactly the same manner 
as the payrolls except that the tax on direct 
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or productive labor is included in manu- 
facturing expense and in this manner the 
tax expense is recorded as such, instead 
of including it in the salary and wage 
expense accounts. From the above ex- 
planation it may be seen that no provision 
has been made for adding these taxes as 
additional direct costs of production, but 
instead they have been included with over- 
head. 

“We have chosen this method because 
our direct labor costs average less than one 
half the cost of materials used, also less 
than the cost of manufacturing overhead. 
Thus the relatively small amount of tax 
thereon, whether allocated direct or as a 
part of manufacturing expense, does not 
materially influence the total production 
cost of a given product. In the case of a 
product involving high labor costs and rela- 
tively low material and overhead costs con- 
sideration should be given to direct alloca- 
tion of social security taxes. 

“I agree with the questioner that it is 
preferable not to charge this tax expense to 
the various labor accounts, although by so 
doing it might not necessarily follow that 
compensation insurance would be paid on 
the total labor costs. 

“In connection with the question of cap- 
italizing social security taxes in the con- 
struction of assets, it is questionable if one 
rule could be established for use by all 
types of industry. It seems that if the 
average industrial has no special reason 





for directly allocating social security taxes, 
but instead chooses to include them in its 
manufacturing overhead, and further, if its 
regular policy is to include manufacturing 
overhead in the cost of asset construction, 
that it would be satisfactory to capitalize 
the tax by including in such costs a proper 
charge for overhead.” 


OpPosES CHARGING TO WAGES 
ACCOUNT 


Mr. J. J. Anzalone, of the Chesa- 
peake Corporation, gives a brief but 
comprehensive procedure, as follows: 


“It is the opinion of the writer that 
Federal or State Social Security Taxes 
should be charged to an account desig- 
nated Social Security Tax, and not charged 
in with the wages account. 

“Where there are a number of segre- 
gations of labor or wages accounts for 
cost determinations, a similar number of 
segregations can also be made of the 
Social Security Tax account and included 
within the group of accounts which com- 
prise direct costs. 

“Where labor or a portion of labor is 
chargeable to a capital asset account, it 
would be proper to add that labor’s pro- 
portion of the Social Security Tax just as 
it would be proper to charge the capital 
asset account with its proper proportion 
of overhead expense.” 














3000 Cards 


Instantly Available 


for Convenient Posting 


Cards may be inserted at any point quickly 
and easily. There are many models for 


various sizes and capacities. 


For Reference and Posting 


Wheeldex is 


Fast, Compact, Easy To Operate 


For complete details simply write or 
phone. 


SCHOLFIELD SERVICE, INC. 


96 FRONT ST. 


NEW YORK, N. Y. 
Phone Digby 4-1922 
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~ McM PAYROLL TAX 


Forms and Systems 


CONSIDERED—One of the best and most complete systems 

today. 
DESIGNED—For simplicity to minimize time required for 
payroll records—in such form—as to make Federal and 
| State (when required) reports quickly and easily. | 
| ADEQUATE —Flexibility to allow for pending legislation. 


SUPPLIED—As complete Outfits including necessary Forms 
and Binders. In various sizes from 25 employees to 1,000 
employees or more. Instructions supplied with each Out- 
fit explaining correct entries of Forms. 


TWO SYSTEMS 


(Forms Copyrighted) 


SYSTEM 1A—A Simplified Payroll System. 


Consisting of—“‘Employee’s History Record’’—Form C-63 
“Combined Payroll’’—Form D-65 


SYSTEM 2A—Listed Payroll System. 
Consisting of—““Employees History Record’”—Form C-63 
“Record of Employment and Earnings” 
—Form D-64 
“Payroll Record’’—Daily Form 676 
—Weekly Form 672 








Sample Forms gladly supplied 


SOLD BY COMMERCIAL STATIONERS IN ALL THE LARGER CITIES 
| OF THE UNITED STATES 


The McMillan Book Company, Syracuse, N. Y. 




















INSTITUTE ACTIVITIES-COMMUNICATIONS 


MEETINGS OF CONTROLS 


Cleveland 

President Rodney S. Durkee was the 
guest of the Cleveland Control at a meet- 
ing held March 19. He addressed the mem- 
bers and guests briefly, describing current 
activities of The Institute, and compli- 
menting the Control on the progress that 
it has made in the year since it was organ- 
ized. In addition, there was a round table 
discussion of several topics of current in- 
terest, principally “Problems of the Con- 
troller,” which was participated in by all 
members present. 


New England 

Honorable Henry F. Long, Commissioner 
of Corporations and Taxation, of the 
State of Massachusetts, addressed the New 
England Control March 23. His subject 
was “State Taxes.” The meeting was 
largely attended and members of The In- 
stitute and guests propounded many ques- 
tions with respect to technical procedure 
and problems, not only under the state 
laws, but Federal statutes as well. 


New England 
Working relations have been established 
by the New England Control with the 
Massachusetts Unemployment Compensa- 
tion Commission. The New England Con- 





MEETINGS HELD BY 
CONTROLS 


March 19: Cleveland. Regular monthly 
meeting. Speaker, Mr. RopNeEy S. 
DurKEE, National President. Dis- 
cussion of current topics. 

March 19: San Francisco. Regular 
monthly meeting. Round table dis- 
cussion of subjects of interest to 
controllers. 

March 23: New England. Regular 
monthly. meeting. Speaker, Hon- 
ORABLE HENRY F. Lonc, Commis- 
sioner of Corporations and Taxation, 
of the State of Massachusetts. Sub- 
ject, “State Taxes.” 

March 23: Philadelphia. Regular 
monthly meeting. Speaker, WILL 
A. CLApER, Certified Public Ac- 
countant. Subject, ‘Federal Taxes.” 

March 24: Chicago. Regular monthly 
meeting. Speaker, Mr. ERNEST 
PALMER, Director of the Department 
of Insurance of the State of Illinois. 
Subject, “Insurance, as a Topic of 
Interest to Controllers.” 

March 24: St. Louis. Regular monthly 
meeting. Round table discussion of 
proposed Federal tax on Undistrib- 
uted corporate profits. 

March 30: New York City. Regular 
monthly meeting. Speaker, Hon- 
ORABLE JOHN G. WINANT, Chair- 
man, Social Security Board. Subject, 
“Administration of the Socal Secu- | 
rity Act.” | 








trol recently appointed a committee to 
cooperate with the commission. The com- 
mittee is composed of: Henry C. Perry, 
Heywood-Wakefield Company, chairman; 
Frank A. Poor, Hygrade Sylvania Corpora- 
tion; E. Stewart Freeman, Dennison Manu- 
facturing Company; C. Ellis Spencer, 
Crompton & Knowles Loom Works; and 
Philip R. Palamountain, Otis Company. 

The committee has arranged with the 
commission to review regulations and forms 
to be used in administering the Massa- 
chusetts Unemployment Insurance Act. 

In establishing the working relations with 
the commission, Mr. Perry, chairman of 
the Control’s committee wrote: 

“The Controllers Institute of America, 
of which I am a national vice-president, is 
vitally interested in the provisions of the 
Federal Social Security Act and the various 
unemployment compensation and old age 
assistance laws under which the Federal 
Act will be administered. Constituting a 
substantial number of financial and ac- 
counting executives identified with an im- 
portant cross-section of American industry, 
the membership of The Institute is respon- 
sible for the creation of an accounting 
structure which will furnish the needs of 
government in the compilation and collec- 
tion of pay roll taxes, and is equally re- 
sponsible to the industrial management 
which it represents that such information 
be supplied to government at minimum 
cost and efforts. 

“The regional Controls in San Francisco 
and New York City have already cooperated 
extensively with the commissions in their 
respective states for the purpose of clarify- 
ing regulations and approving forms best 
suited to the requirements of both indus- 
try and government. 

“The Controllers Institute as such seeks 
no contact with the commission which 
would in any manner benefit the organiza- 
tion or its professional status. Since com- 
pliance with this new iegislation falls 
within the scope of the financial and ac- 
counting executive, members are primarily 
and wholly desirous of discharging a duty 
to the corporations by which they are regu- 
larly employed. The application of the 
Unemployment Compensation law in our 
Massachusetts industries will be very 
largely under the direction of the men com- 
prising membership in The Institute, and 
it will greatly promote an efficient admin- 
istration of the accounting requirements of 
the law if the committee is given an op- 


portunity to participate in the preparation 
of rules, regulations and forms. For these 
reasons the committee respectfully requests 
an opportunity to confer with the commis- 
sion before definite regulations are issued 
to employers in the State of Massachusetts, 
in the hope and expectation that by such 
cooperative effort the purposes of the Act 
may be accomplished with a minimum of 
confusion and expense to all parties in 
interest.” 

Mr. M. Joseph McCartin, executive secre- 
tary of the Unemployment Insurance Com- 
mission, replied that the commission would 
be pleased to meet with the committee at a 
convenient date, for the purpose of review- 
ing the proposed regulations and forms. 


New York 

The New York City Control met March 
30, in the Grand Ball Room of Hotel 
Roosevelt, for an address by Honorable 
John G. Winant, chairman of the Social 
Security Board. Nearly 700 members and 
guests were in attendance. It was the 
largest meeting in point of numbers thus 
far conducted by The Controllers Institute 
of America or any of its divisions. 

Mr. O. W. Brewer, president of the 
Control, called the meeting to order, and 
after a few introductory remarks and greet- 
ings, asked Mr. Rodney S. Durkee, presi- 
dent of The Institute, to preside. Address- 
ing the audience briefly, Mr. Durkee said, 
in part: 

“This meeting, and the study that will 
be made here of the Social Security Act 
and of what the Social Security Board’s 
functions are and how they will be per- 
formed, are a part of the regular program 
of The Controllers Institute of America. 
Responsibility for seeing to it that business 
concerns comply with the provisions of the 
Social Security Act falls in large measure 
on the controller. The Institute is con- 
stantly studying the problem of the con- 
troller, particularly additional problems 
created by new legislation affecting busi- 
ness. It was recognized when the Social 
Security Act became law that this meas- 
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ure had created an entirely new set of 
responsibilities for the controller, especially 
in the determination of tax liability based 
on pay rolls. 

‘Assessment and collection of the taxes 
called for by the Social Security Act con- 
stitute but a small part of the provisions 
of the law. The Social Security Board, in 
fact, is not so much concerned over the tax 
features of the law as it is over some of 
the economic and administrative factors of 
the situation. Undoubtedly we shall have 
something concerning the tax features of 
the law this evening, from our guest 
speaker, as well as something concerning 
the program the Board has laid out for it- 
self. 

“This Institute has cooperated closely 
with several governmental agencies during 
the past four years, and stands ready to 
cooperate to the fullest extent with the So- 
cial Security Board. Thus many of the 
vexing problems and perplexing situations 
may be smoothed out and the controllers 
aided in their work. This cooperation 
may also ease the burden of the Social 
Security Board. Such cooperation is freely 
and sincerely offered by the Institute.” 

Mr. Durkee then introduced Mr. Winant, 
whose address appears elsewhere in this 
publication. 

Mr. W. R. Williamson, assistant actu- 
ary of the Travelers Insurance Company, 
followed Mr. Winant and discussed some 
of the provisions of the Act. 


Philadelphia 
The Philadelphia Control met March 23 
at the Penn Athletic Club, and was ad- 
dressed by Mr. Will-A. Clader, certified 
public accountant, on ‘Federal Taxes.” Mr. 
A. S. Corson was chairman of the meeting. 


St. Louis 
The St. Louis Control met March 24 at 
the Missouri Athletic Association, and con- 
ducted a round table discussion on the sub- 
ject of the proposed federal tax on undis- 
tributed corporate profits. 


San Francisco 
The San Francisco Control met March 
19. Topics for the evening’s discussion 
were: 


A. L. Bennett—''Is there a yardstick by use 
of which a corporation can determine the 
proper capital stock valuation to declare 
for purposes of determining capital stock 
and excess profits taxes?” 


Edw. M. Mills—'‘On the balance sheet of 
every insurance company is carried a 
fixed liability representing the unearned 
portion of premiums which have been re- 
ceived. What treatment should be ac- 
corded such premiums in the accounts 
and statements of the insured com- 
panies ?”’ 

W. C. Blunk—“What accounting treatment 
should be given an employer's contribu- 
tions to Federal and State governments 
for purposes of: 

(a) Unemployment insurance 
(b) Old age pensions 


A. T. Saunders— ‘What information should 
be given to stockholders in the annual 
report, and in what form should it be 
submitted ?”” 


The entire evening was devoted to dis- 
cussions of these topics. The members felt 
that the subjects had not been exhausted 
and indicated their desire to continue the 
discussion of these matters at the April 
meeting. 


San Francisco 

Dr. Alfred C. Reed, authority and speaker 
on tropical medicine, addressed the Control 
January 9, at a meeting held in the Palace 
Hotel, on “Effect of Medicine on the His- 
tory of the World.” 

A meeting of the Board of Directors was 
held January 15, at which it was decided to 
make the February meeting a closed meet- 
ing, for members only, at which various 
problems connected with the activities of 
the Control were to be discussed. 


Chicago 

Mr. Ernest Palmer, director of the De- 
partment of Insurance of the State of 
Illinois, addressed the Chicago Control 
March 24, at the Palmer House. His sub- 
ject was, “Insurance, as a Topic of Interest 
to Controllers.”” Mr. Palmer was for many 
years manager of the Chicago Board of 
Underwriters. 


PHILADELPHIA CONTROL 
PART OF TECHNICAL 
ADVISORY COUNCIL 


The Philadelphia Control of THE Con- 
TROLLERS INSTITUTE OF AMERICA is a part 
of the recently organized Technical Ad- 
visory Council, which is affiliated with the 
Industrial _ Bureau of the Philadelphia 
Chamber of Commerce. 

This Council was established in order 
to provide an agency for furnishing coun- 
sel and advice to firms or industries which 
are confronted with problems in the field 
of industrial, office or personnel manage- 
ment; credit and accounting; technical 
engineering; and sales or advertising. 

It is announced that the services of the 
Council are free and confidential. The ef- 
fort is described as being strictly along 
the lines of directional guidance, prelim- 
inary to and not competing with the serv- 
ices performed by outside organizations in 
various fields. 


Analysis of Security Act 
(Continued from page 82) 
creative of new developments, cause 
temporary unemployment. This is one 
of the hazards of modern industry and 

we must learn to provide against it. 

A recent study of men out of em- 
ployment, in order to fix individual 
responsibility for lack of work, found 
in the groups interviewed that the 
large majority of men were out of 
work because plants had been shut 
down, through lack of orders or be- 
cause of other economic factors that 
were beyond the control of both the 
individual worker and his employer, 
and that character, industry or skill 
were not effective in retaining employ- 
ment. In other words, large scale em- 
ployment and mass production create 
problems for the individual worker 
which carry very different implications 
than failure to produce in the simpler 
operations of an earlier economy. Then 
individual initiative and native intelli- 
gence were reasonably a direct meas- 
ure of a man’s ability to earn. 


RESERVES AGAINST OLD AGE 

Sound business practice requires that 
we write off obsolescence on machines ; 
it is equally necessary to build up 
reserves against old age. As sound 
business requires that we build up sur- 
plus to protect profits, it is also neces- 
sary that we find some practical way of 
protecting the man on his job because 
work and a living are often synony- 
mous with him. 


Fifth Annual Meeting, CONTROL- 
LERS INSTITUTE OF AMERICA, October 
5 and 6, 1936, in New York City. 
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REVIEWS of Current Business Publications 


THE NATURE OF DIVIDENDS, by 
Gabriel A.D. Preinreich, Ph.D., C.P.A. 
Order from author 17 E. 42nd Street, New 
York City. 226 pages. $2.50. 

Here is a book which approaches the 
subject of dividends, investors’ income, 
and corporate regulation from a fresh and 
unorthodox angle. While written from 
the investors’ point of view it contains 
many ideas which controllers might well 
ponder. 

The author points out the fallacies of 
the cash method and develops an accrual 
method for measuring the investor's in- 
come. The orthodox theory is that the in- 
vestor’s capital is what he pays for the 
shares, his income the cash dividends he 
receives, and that his capital gain or loss 
is realized only upon sale. Yet cash divi- 
dends may come out of surplus which the 
investor paid for when he bought the 
shares. The income of the shareholder is 
his aliquot part of the income of his com- 
pany. Stock dividends, split-ups, and the 
requirements of fiduciary accounting are 
more logically measured by the accrual 
method. Although lack of information 
from the corporation is a handicap yet the 
investor’s income realization should not 
strictly follow cash dividends received. 

The stock certificate is evidence of owner- 
ship comparable to a deed rather than to 
real estate. The value of a share is meas- 
ured by the property rights represented. 
The appreciation of corporate net worth 
differs from the unrealized appreciation of 
real estate in that it is due largely to 
changes in the composition. of the prop- 
erty itself, which changes are measurable 
by standard accounting procedure. 

Methods of measuring the investment in 
market equities may be built upon three 
foundations: (1) the closed transaction 
(orthodox), (2) fluctuating market prices, 
or (3) a secular trend developed by ex- 
amination of the economic laws creating 
market values, i.e., the earning rate, ex- 
pansion rate, money rate, and the horizon 
of foresight. Differences between the ac- 
counting net worth and the secular trend 
may be unrecorded appreciation or depre- 
ciation of tangible or intangible assets, 
while cyclical variations between the secular 
trend and the current market price may be 
due to general business conditions or 
technical conditions in the market. The 
day-to-day price interests the speculator 
but the investor should watch the secular 
trend. 

Par value originally represented capital 
invested and all income was distributed. 
Instead of falling into disuse it should 
have been developed to conform with the 
practice of reinvestment. The author ad- 
vances a stock stabilization plan for this 
purpose. Permanently reinvested earnings 
might be accompanied by an audited, auto- 
matic adjustment of par. Corporation shares 


might be handled more like building and 
loan association shares with periodic re- 
ports on the value per share or perhaps 
like a bank account with shares transfer- 
able by stock check on the share account 
instead of by endorsement of a certificate. 
The book contains 25 charts and a mathe- 
matical appendix. Although hardly light 
reading it is nevertheless easy to follow. 
Reviewed by E. STEWART FREEMAN. 
Dennison Manufacturing Co. 


MONEY, by Edwin W. Kemmerer, Pro- 
fessor of International Finance, Princeton 
University. Macmillan Company. 406 
pages. $2.50. 

According to the foreword this work, 
which developed out of several series of 
lectures on money and banking given by 
the author over a period of thirty years, 
will consist of two volumes, the present one 
and a second now being prepared which 
will deal chiefly with banking and which 
will include chapters on our present day 
problems. 

The first volume opens with a short his- 
tory covering the origin and development 
of money, followed by chapters explaining 
the fundamentals of banking and credits 
and the various standards of values, lead- 
ing up to some of the high spots in 
monetary history. 

The viewpoint expressed, as in all of 
Professor Kemmerer’s articles, is thor- 
oughly orthodox, and the treatment fol- 
lowed in the present book, the “case 
method,” lends itself admirably to bring- 
ing out the author’s views. 

An extensive bibliography follows each 
chapter and there are copious references 
and footnotes throughout. 

There is what appears to be an error 
due to misplaced decimals in the table of 
“Variations in World’s Gold Production” 
on page 79, as will be disclosed from the 
text immediately preceding the table and a 
comparison with the records of production 
shown on pages 366 and 374. 

It is with considerable trepidation that 
a layman ventures a review, however un- 
critical, of any work by an author so dis- 
tinguished. A statement on page 57— 
“Like any natural law, the quantity theory 
of money which we are here stating merely 
tells what will happen under certain as- 
sumed conditions the extent 
that conditions are different from those 
assumed, allowance must be made in ap- 
plying the theory In the proviso 
‘other things being equal,’ which must be 
so strongly emphasized in every statement 
of the quantity theory,” and so on, there is 
raised a question as to whether there can 
be any “natural laws” in this particular 
branch of a science which is so far from 
being an exact one. Or if there are 
natural laws can they at present be identi- 
fied and defined and utilized in the formu- 


lation of equations that can be expressed 
without so many qualifications as to render 
them practically valueless? 

In all the controversies over various 
standards, gold, tabular, commodity dollar 
and their infinite variations, is the stand- 
ard itself really as important as the neces- 
sity for the leading nations to agree on 
some standard? Regardless of which one 
finally emerges, can any standard be 
stronger or more secure than the credit of 
the countries by which it is guaranteed ? 

When there are so many schools of 
thought on money and prices, and as to 
which is the cause and which the effect, 
and while so many of them are tinged with 
political prejudice, what is the student to 
think? Probably like Omar Khayam— 
“Myself when young did eagerly frequent, 

Doctors and wise men, and heard much 
argument, 

About it and about, but evermore, 

Came out by that same door wherein 


I went.” 
Reviewed by F. C. WATKINS. 


CURRENT TAX REVIEW, APRIL, 1936. 
Edited by Joseph J. Wechsler, C. P. A. New 
York. $4. 

The possible unconstitutionality of the 
capital stock tax law is discussed in the 
March issue of Current Tax Review in con- 
nection with a court ruling, that original 
declared value may be amended if made “in 
error” prior to the filing of the excess profits 
return. Another article elaborates on a 
Treasury Department ruling for withhold- 
ing tax on dividends paid to foreign cor- 
porations. Difficulties encountered are con- 
sidered. Editor’s Comment deals with the 
Social Security Act, unreasonable search of 
a taxpayer’s returns and valuation of stock 
for gift tax purposes when large quantity is 
involved. 





Attention Controllers! 


Feature articles in the March issue 
of Current Tax Review deals with a 
Court decision allowing the amend- 
ment of an original declared value 
of a corporation’s capital stock tax 
under certain conditions. Effect upon 
constitutionality of the Capital Stock 
Tax is discussed. Withholding re- 
quirements for dividend paid to 
Foreign Corporations is the topic of 
the second article. 

Important tax happenings of the 
month are reviewed in Editor’s Com- 
ment, Treasury and Court decisions 
and replies to tax queries. 

Current Tax Review is a clear, au- 
thoritative digest designed to keep you 
up to date on tax matters. Subscrip- 
tion price is $4.00 a year; three-month 
trial for $1.00. 

CURRENT TAX REVIEW, INC. 

112 West 42 Street, New York 
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Monroe Bookkeeping Machine 
a new type, desk-size posting machine 


ease — silence — speed 
in all figuring 


Monroe has brought to all business figuring an en- 
tirely new standard of operating ease, ‘‘ Velvet 
Touch’’—there is no more pounding of keys, for 
the slightest pressure does the work. ‘‘ Velvet Touch” 
produces speedier, more accurate, more economical 
figure results because workers are less fatigued. 


In the expanded Monroe line there are ‘‘ Velvet 
Touch,’’ desk-size machines for every figuring need 
—adding-calculators, adding-listing and bookkeeping 
machines. All feature Monroe simplicity, portability, 
speed, flexibility. 


And back of every one of these machines is 
Monroe’s nation-wide figure service with 150 direct 
branches located in every important city, to assure 
Monroe users uninterrupted business figuring. 


There is a Monroe model for every figure job in 
office, bank, or factory. Call the nearest Monroe 
branch, or write to the factory for a free trial on 
your own figures. No obligation. 
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SOCIAL SECURITY 


OCIAL Security Legislation imposes additional em- 

phasis upon the maintenance of accurate employee 
records. Detailed information concerning the hours and 
earnings of each employee will have to be recorded at 
each pay period regardless of whether employers are 
required to maintain all employee data or to submit 
periodic employee reports. 


The International Business Machines Corporation is 
aware of the importance of maintaining comprehensive 
employee records under this program. Our wide experi- 
ence and background in payroll methods and machines 
place this organization in a position to render valuable 
assistance. 


Through the medium of punched cards and Interna- 
tional Electric Bookkeeping and Accounting Machines, 
business management can automatically obtain accu- 
rate, detailed employee data. The punched cards form 
a dependable source of information from which records 
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and reports can be tabulated at any time. Only necessary 
data need be shown—non-essential or confidential in- 
formation not required can be eliminated from reports. 

The advantages of International Electric Bookkeeping 
and Accounting Machines are available on a permanent 
basis or by employing the IBM Service Bureau, branches 
of which are located in principal cities. Your local IBM 
representative will be glad to give you detailed informa- 
tion. Get in touch with him today. 
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include International Time Recorders and Electric 
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